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MAINTENANCE OF CAPITAL 


Henry W. 


accounting should consist of an at- 

tempt to distinguish clearly be- 
tween capital and income’, the different 
methods of maintaining capital may well be 
comprehensively examined and appraised. 
There are two main views on which main- 
tenance of capital may be based. The first 
part of this article will briefly judge the 
more uncommon, less advantageous one. 
The second part will then evaluate the 
ramifications of the usual view. 


I 


According to one viewpoint, the object’ 
in maintaining capital should be to pre- 
serve the same proportion of the total 
social capital as was possessed at the time 
the capital was originally invested. 

Accordingly, if capital of $10,000,000 
was invested in a concern when the total 
capital of the community or country was 
$100,000,000,000, the proportion there- 
after to be maintained would be the ratio of 
the $10,000,000 to the $100,000,000,000 
—in other words, one one-hundredth of one 
percent. If, then, as a result of war or simi- 
lar disaster, the total social capital shrank 
to $60,000,000,000, relative capital would 
be maintained if the particular capital con- 
tinued to represent one one-hundredth of 
one per cent of merely $60,000,000,000, 
i.e., $6,000,000. 

Professor F. Schmidt is sponsor of this 


‘Irving Fisher, “Economics,” Accountants’ 
Handbook, p. 1868; and J. M. Clark, “Valuation 
for the Balance-Sheet and Profits,” Het Interna- 
— Accountantscongres, Amsterdam, 1926, p. 

0. 


B= THE fundamental purpose of 


SwEENEY 


view. Economic conditions affecting capi- 
tal and productivity in Germany during 
the World War and the following years 
of extreme inflation were so unfavorable, he 
declared, that to expect absolute main- 
tenance of capital and production on the 
part of the average business was to expect 
the impossible. Hence, he advocated main- 
tenance of relative capital under such con- 
ditions’. 

What may be said in criticism of this 
view? 

The answer is, first, that such an opinion 
would seem to be theoretically inaccurate 
because men usually engage in business to 
obtain, in the long run, greater command 
over goods and services than they had when 
they entered business and not, as a rule, to 
vie with one another for greater relative 
shares in whatever general economic goods 
the community may happen later to have. 
Business is not a race or a game to acquire 
more goods and services than others have, 
on the average, acquired. It is an effort 
to increase power over economic goods and 
services, regardless of whether others have 
succeeded proportionately more or less in 
the same quest. 

If, eg., a man invested capital of 
$10,000,000 when the total social capital 
was worth $100,000,000,000, and if the 
latter declined to $60,000,000,000 while 
the value of his individual capital was de- 
creasing to $8,000,000, should he feel 
pleased because he has increased his re- 
lative share in the total social capital by 


2“Geldentwertung und Bilanz,” Geldentwertung 
und Unternehmung, Berlin, 1928, p. 35. 
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one-third, i.e., from .01000% to .01888%? 
Or should he feel displeased because, other 
conditions remaining the same, his final 
capital of $8,000,000 represents only four- 
fifths as many net assets as his original in- 
vestment? If, as stated above, the object 
of engaging in economic activity is to 
outdo others, he should feel pleased be- 
cause he has increased his relative economic 
wealth one-third. But if the object is to 
acquire increased property and thus, on 
the assumption, for simplicity, that there 
has been no change in price levels, greater 
command over economic goods and services, 
he should feel dissatisfied because the 
changed value of his capital represents, 
other things being equal, one-fifth less 
power over property than his original 
capital. 

The second objection to relative maia- 
tenance of capital is that it is liable to 
prove unsafe as a practical basis. Any 
theory that permits the business man, as 
this does, to feel satisfied while failing to 
maintain the original: value of his invested 
capital is likely to prove harmful, if not 
disastrous, to both the individual capital- 
ist and society—much more so than a 
theory which, like that recommending 
absolute maintenance, sanctions payments 
of large dividends from contemporary eco- 
nomic power exceeding that originally in- 
vested, even if the general change in the 
capital of the community has not been rela- 
tively exceeded or even, perhaps, maintained 
by the enterprise that pays the dividends. 

An ingenious plan that would auto- 
matically effect, among other purposes, 
maintenance of relative capital while utiliz- 
ing the present system of money is that 
proposed by one economist®. He recom- 
mends that the quantity of payment media 
in a country be made to vary, so far as 
practicable, directly with the change in 
population, so that, in the long run, the 
general price level would, according to his 
theory, tend to vary inversely with the 


* Bradford, F. A., “Some Aspects of the Stable 
Money Question,” The Quarterly Journal of Eco- 
nomics, XLIII, 4 (Aug., 1929), 667-696. 


national productivity and so that fluctua- 
tions in prices would then arise from what 
is known as the “commodity side” of the 
price equation, instead of from the “money 
side”, which affects prices by variations in 
the supply and circulative velocity of pay- 
ment media. With such a scheme in effect, 
the demands of social justice and business 
progress would be adequately met, he as- 
serts, by the existing price measuring-unit 
because changes in the general price level 
would tend to indicate a productivity 
change wherein the entire country both 
should and would share. For, if prices 
rose, the investor, e.g., a bondholder, would 
be repaid in money of lower general pur- 
chasing power than that which he originally 
invested, thus partaking relatively in the 
general loss due to lessened productivity ; 
whereas if prices fell, he would receive a 
larger real equivalent than he initially bar- 
gained for—a fair result, however, because 
he, although bound in this instance to a 
contractually fixed money amount, should 
participate in the greater plenty pre- 
sumably resulting in part from the utiliza- 
tion of the goods and services that he 
originally contributed, by investment, to 
the productive process. 

Under such a plan, intended to dis- 
tribute productive shares in the economic 
process according to a standard of social 
justice, the individual, at least if acquaint- 
ed with all the facts, would still, however, 
probably desire and endeavor to maintain 


‘the absolute general purchasing power 


represented by his initial outlay, even if 
the social point of view would condone dis- 
tribution, as income, of all his money 
returned exceeding the amount of his 
original monetary investment. Hence, 


~ stabilized accounting identified with main- 


tenance of real capital, should still be 
needed. There is, moreover, some doubt as 
to the social advisability of allowing an 
economic community to regard its capital 
as maintained when simply the original 
money outlay, during the régime of such 
a plan as that described above, is kept 
intact; for if, e.g., the price level rose, 
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due presumably to lessened production, the 
| resulting tendency toward non-maintenance 
| of real capital would tend still more to 
reduce general productivity and thus fur- 
ther decrease the distributable fruits of 
industry. 


II 


The prevalent attitude toward main- 
tenance of capital is that the absolute 
tirety (but only such) of the original 
stock or fund of physical objects or value 
needs to be maintained, regardless of the 
extent to which economic society in general 
has meanwhile maintained its capital. 
There are three major ways in which ab- 
solute capital (as well as, incidentally, 
relative capital) may be maintained. The 
three following sections will discuss and 
appraise them. ; 

1. Maintenance of Actual Physical, 
Material Capital. According to this view- 
point, maintenance of capital means pres- 
ervation of the same amount of material, 
physical objects. If, for illustration of 
this theory, a man has owned a piece of 
land over a period of years, his capital, in 
the form of such land, has remained un- 
changed and thus has been maintained. Or 
if he has the same quantity and grade of 
wheat or the same kind of machine in as 
good condition as he originally invested, his 
capital has likewise been maintained with 
reference to such article. 

This is the view usually recommended for 
practical business use when prices are 
rising rapidly from monetary inflation. In 
such a time, when money is rapidly de- 
creasing in buying power, maintenance of 
capital expressed as an amount of money 
is equivalent to maintenance of a constantly 
declining stock of the assets used by the 
business. When the monies of various 
European nations after the recent war 
went down rapidly in value, accountants 


and business men of those countries were perce snr quantity and quality, a tabulation of 


not slow in perceiving that the customary 
accounting method of figuring profit as the 
difference between sale price and original 
cost per books led to the preservation of 
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only the money amount of capital*. Hence, 
they recommended basing sales price, so far 
as market conditions and governmental re- 
strictions would allow, on the replacement 
price of each cost element in the good or 
service sold (depreciation to be based on 
reproductive cost), plus profit, as of the 
instant of sale. In this way, they reasoned, 
the actual physical goods or services enter- 
ing into the composition of an article sold 
could be replaced theoretically as of the 
moment when the sale occurred, and thus 
the tangible goods and services, i.e., the 
capital, would be almost exactly maintained 
and in a very definite, convincing, visible 
form. 

There are two objections against main- 
tenance of material capital. The first is 
theoretical, the second, practical. 

The theoretical objection is that main- 
tenance of material capital is not in har- 
mony with the fundamental customary 
aim of economic endeavor, namely, to 
maintain original purchasing power over 
the general field of goods and services while, 
in the long run, acquiring more. In other 
words, maintenance of material capital is 
not necessarily—and usually not actually 
—maintenance of original general purchas- 
ing power because the relative economic 
desirability or value of an individual item 
of capital customarily fluctuates. 

An example will perhaps clarify this 
difference and show the importance thereof. 
Let it be assumed that in the prevalently- 
horse-drawn-vehicle days of 1900 a man 
who was engaged in fast (if perhaps 
unreliable) delivery service owned and 
operated a one-cylinder motor car. If he 
may be assumed to have subsequently de- 
ducted enough from his gross income to 
maintain the original car in as good 
mechanical condition as it was when he 


‘Based on the principle that the capital in- 
vested in an inventory should be maintained in 


the profit or loss arising under each of the pos- 
sible interrelationships between original cost, sale 
price, and replacement price appears in C. Hell- 
riegel’s Der Scheingewinn bei Warenumsaeizen, 
Berlin, 1923, pp. 8-18. 
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bought it (depreciation being ignored for 
simplicity), he can not be said, neverthe- 
less, to have maintained his capital on the 
basis of the usual incentive to business 
enterprise, up to the present, when the 
demand for such an object of transporta- 
tion (aside from possible museum value) 
is nil. For, although he would have main- 
tained his physical capital, he would be 
distinctly poorer inasmuch as the car would 
not possess the same economic command 
today that it did in 1900, whether such 
command was based on market value or 
ability to yield returns for services ren- 
dered. 

This example likewise illustrates the 
second, practical objection, which is that 
maintenance of material, physical capital 
may lead to maintenance of outward form 
instead of inner substance and thus to ruin. 
Clearly, some other view should be adopted. 

But does the above argument interpret 
too narrowly the meaning of maintenance 
of material capital? Advocates of that 
maintenance theory may assert that the 
original motor car should not have been 
completely maintained while its usefulness 
was declining, but that instead, provision 
should constantly have been made for ac- 
cumulation of sufficient resources to acquire 
subsequently a more modern car capable 
of rendering service relatively as good as 
the first car rendered in 1900. If, however, 
this amended view is adopted, then material 
capital would not have been preserved; on 
the contrary, capital would have been 
maintained according to its general eco- 
nomic serviceability, i.e, its value in 
producing income’. (Incidentally, an in- 
consistent viewpoint of the reason for the 
existence of the capital is here exposed. 
Material capital in the original argument 
meant a present stock of goods resulting 
from the past whereas in the amended 
argument material capital is transformed 
into an amount of value determined with 
reference to the future.) If, again, advo- 
cates of maintaining material capital de- 


* Or, in the words of Schmidt, as he was reading 
this manuscript, its “material producing power.” 
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clare that the original relationship existing 
between the cost of the machine and the 
costs of economic goods in general should 
be preserved, the material-capital basis is 
overthrown for maintenance of cost in 
terms of general purchasing power, i.e., real 
capital. If, finally, they say that substitu- 
tion of original material capital is implied, 
the objection then is that substitution must 
mean later replacement with physical capi- 
tal different from the original; that the 
only way to substitute in accordance with 
their intent is on the basis of values; and 
that substitution, i.e., maintenance, based 
on the value of capital is not maintenance 
of material capital. 

Maintenance of material capital may 
thus in itself lead to profit or loss. In 
the example of the motor car it led to loss 
and so was not conservative enough. In 
the following case it leads to gain and so 
is too conservative: 

“A plant of 100 machines can have a value 
of 1,000,000 M in 1910, and in 1920, 
after its complete replacement in similar 
technical layout, be worth 1,200,000 M. I 
can not comprehend how this difference of 
200,000 M, when it has been acquired in these 
years, is not income... .. 

Evidently, therefore, if the economic 
value, as shown by the price, of an item of 
capital rises or falls in relation to the 
average economic value of other goods and 
services, more or less general purchasing 
power must be, or remain, invested to 
maintain the same physical quantity of that 
capital: 

“But....if.... the price of the goods 
and services increases or decreases, it will be 
necessary, in order to maintain the same vol- 
ume of production, to invest more and more 
capital or less and less capital in the suc- 
cessive stages of production.’ 
RELATIONSHIP BETWEEN MAINTENANCE OF 
MATERIAL CAPITAL AND DEPRECIATION 

BASED ON COST OF REPRODUCTION 

In a period when prices are rising rapidly 

*Schmalenbach, E., Grundlagen dynamischet 
Bilanzlehre (8rd ed. rev., 1925), Leipzig, p. 170. 

J., Le Bilan Ewplicite, Paris, 1927, 
p. 7. 
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and, consequently, maintenance of merely 
the monetary amount of capital originally 
invested in a fixed asset is seen to cause 
eventual decrease in physical productive 
equipment, computation of depreciation on 
the basis of reproductive cost is likely to 
be advocated with increasing frequency. 
The object is, of course, a preservation of 
the original, tangible, physical forces of 
production, i.e., material capital, and thus 
an escape from the rapids of price levels 
that lead to the whirlpool of ruin when 
the means of business navigation consists 
of depreciation based on original cost per 
books. 

“But, for reasons previously stated, main- 
tenance of material capital is theoretically 
and practically objectionable. It, likewise, 
may leadtoruin. And, therefore, although 
it may be safer than maintenance of merely 
nominal capital in times of inflation, some 
other method should be sought. The fore- 
going criticism, although perhaps usually 
overlooked, is fundamentally one of the 
most severe that can be directed against 
depreciation on reproductive cost. 

But may not depreciation on repro- 
ductive cost imply depreciation on replace- 
ment cost? And may not the inference 
then be drawn that the depreciation does 
not, and does not intend to, maintain 
merely a material capital asset, whose spe- 
cific value relationship to the field of general 
values may have been changing very much? 
For does not depreciation on replacement 
cost permit depreciation to be based on the 
contemporary cost of obtaining equipment 
that, as of the date for which the deprecia- 
tion is calculated, appears to possess the 
same productive usefullness to the business 
as the equipment for which the depreciation 
is being computed supposedly possessed 
when originally acquired? 

The answer is identical with that pre- 
viously given to the question of whether 
the concept of maintenance of material 
capital can logically permit substitution 
of original capital to provide a “continu- 
ance of the producing and selling processes 
with the same supply of energy or ‘store- 
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house of strength’”. This answer is 
negative, at least if “material capital” is 
synonymous with “identical physical capi- 
tal”, inasmuch as the underlying founda- 
tion of the substitution concept is value 
to the business. 

2. Maintenance of Nominal Capital. 
Maintenance of nominal capital—i.e., of a * 
value measured by the worth of the price 
index of a single good or service, usually 
money,—is subject to the same theoreti- 
cal and practical objections as mainte- 
nance of material capital. 

The theoretical objection is that such, 
a way of maintaining capital is unrelated 
to the usual underlying object of economic 
effort; the practical objection is that the 
method is generally either unsafe or need- 
lessly conservative. Because the theoreti- 
cal objection applies to each form of 
maintaining nominal capital, attention will 
be centered upon concrete manifestations 
of the practical objection. 

Maintenance of value that is measured 
in money ignores the probability of sig- 
nificant fluctuations in the worth of the 
measuring-unit after the date when the 
capital was originally invested. If, for 
example, capital consists of a mortgage 
during a period when the money in which 


the mortgage is measured decreases to one- 


half, the mortgage continues to represent 
the same amount in money—while the 
original economic substance is declining 
one-half. The capital is maintained in 
nominal amount. But such maintenance 
may lead either to ruin—much more 
probably than may maintenance of mate- 
rial capital—if general prices have ad- 


vanced since the date of original investment 


or, if general prices have declined, to over- 
maintenance. 

Because paper money is susceptible to 
much greater and more sudden variations 
in value than gold money, which is the 
leading precious-commodity money, main- 
tenance of paper-money capital is exceed- 
ingly dangerous. This fact, disastrously 
experienced by business men in many 
European nations (especially Germany) 
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after the recent World War, is well illus- 
trated by the following story, which was 
famous throughout Europe as the “nail 
anecdote” : 

During the inflation period a merchant 
in Germany purchased ten kegs of nails. 
For them he paid, e.g., 1,000 M. Thinking 
that he was making a good profit, he sold 
them for 1,888 M, one-third more than 
their cost. But when he ordered more 
nails from his wholesaler, he was startled 
to learn that the entire proceeds from the 
sale of the original ten kegs, including the 


, nominal profit of 38 1/3% on cost, would 


purchase only eight kegs of the same nails. 
Thinking to prevent a further, similar dimi- 
nution in his stock of nails, he sold the 
eight kegs, which cost 1,888 M, at twice 
their cost, namely, at 2,666 M. Upon 
completion of this second sale he was able 
to buy, however, only six kegs with the 
entire proceeds because the mark continued 
its rapid fall in value. In short, after 
several more similar cycles of buying and 
selling nails, there remained to him only a 
single nail. So, in despair, he drove it into 
the wall and on it hanged himself. 
Maintenance of capital expressed in a 
gold monetary unit is, of course, a much 
safer procedure. Nevertheless, the rel- 
atively great fluctuations that have oc- 
curred during the last three decades in the 
worth of even the gold money par-exrcel- 
lence, namely, the U. S. A. dollar, demon- 
strate only too plainly that maintenance of 
gold capital itself is not a sound way of 
preserving original capital—unless capi- 
tal represents merely a specified number of 
monetary units regardless of what that sum 
of money is currently worth. If the general 
price level remained constant, maintenance 
of nominal capital would be free from 
objection. But the general price level has 
never, so far as economists are able to 
determined, remained constant very long. 
Another measuring-unit based on the 
value of a single commodity or service, and 
occasionally employed, is a price index 


Léger, F., Le Redressement des Bilans en 
Francs-Papier, Paris, 1926, pp. 41-2. 
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representative of the change in such a value 
as between two given dates or periods. In 
Germany, for instance, the price index of 
rye was commonly utilized as previously 
illustrated to convert the values of one date 
or period into their equivalents as of 
another. 

. At first sight, favor might appear to 
be well bestowed on measurement of value in 
terms of the price index of a commodity or 
service, especially the outstanding one used 
or produced in a particular business. . A 
concern engaged primarily in steel work, 
for instance, might measure the values of 
its assets, liabilities, and net worth by the 
price index of a ton of steel of specified 
quality. The changing market value of 
steel, as reflected in an index number, might 
seem, indeed, to be a very significant basis 
for measurement inasmuch as comparative 
purchasing power over steel is apparently 
of paramount concern to everybody inter- 
ested in that enterprise. Why should at- 
tention be centered upon the general pur- 
chasing power of the values of individual 
capital items if only particular kinds of 
economic goods and services, and primarily 
steel, are to continue to be the subject 
matter of transactions? 

The answer is, first, that maintenance of 
capital measured in terms of the price index 
of a single commodity or service is not 
maintenance according to the fundamental 
reason for economic activity; and, second, 
that it is quite likely to prove either un- 
safe or too conservative because a single 
commodity or service, be it money or food 
or electricity, is much more likely to vary 
in value than a combination of goods and 
services. /When the values of a business are 
measured, for ascertainment of growth in 
substance, by the price index of a single 
commodity or service, one can not tell 
“which is hammer and which is anvil’’, i.e. 
whether the changed worth of the single 
commodity currently measures the value 
changes in the group of business items, or 
whether the changed values of the items in 
the group measure the change in the value 
of the basic good or service. 
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‘ But if maintenance of relative capital, 
absolute material capital, and absolute 
nominal capital, all seem theoretically un- 
sound and practically either unsafe or 
unnecessarily conservative, how should 
capital be maintained? The following sec- 
tion will attempt to answer this question. 


. 8. Maintenance of Real Capital. Main- 


tenance of individual real capital is effected 
by preservation of the original absolute 
command exercised by the capital over the 
goods and services of most importance to 
the particular concern. This method 
necessitates continual current compilation 
of an individual-concern index, which must 
then be employed to render properly com- 
parable both the current amount of the 
capital and the original amount to be main- 
tained. 

This basis for maintenance of capital is 
superior to the material and nominal bases 
because maintenance becomes judged by 
preservation of command over the combined 
values of several goods and services, rather 
than over the quantity or value of only 
one. Hence, it is more likely to be related 
to the usual primary object of economic 


« activity’, and less likely to be either unsafe 


or too conservative, as may result if capi- 
tal is maintained according to a value that 
is fluctuating relative to the entire field 
of values. Maintenance of individual real 
capital, in consequence of its dependence 
upon constant construction of a satisfac- 
tory individual-concern index, is, however, 
open to the disadvantages of requiring 
more work than maintenance of material or 
nominal capital and of being much more 
difficult to understand. 

Maintenance of general real capital (or 


*Voigt recommends multiplying the amount 
of initial net worth by the subsequent change in 
the individual-concern index and comparison of 
the result with the current amount of net worth 
per balance sheet in order to learn whether the 
investment has flourished as it could have been 
expected to. He does not judge maintenance ac- 
cording to preservation of original power over the 
general field of economic goods and services. Der 
Einfluss des veraenderlichen Geldwertes auf die 
wirtschaftliche Rechnungsfuehrung, Frankfurt am 
Maine, 1922. 


simply “real capital’) is effected by pres- 
ervation of general purchasing power. 
Inasmuch as the index of general prices 
is the measure of change in general pur- 
chasing power, it may be employed in 
order quickly and conveniently to convert a 
current value into its general-purchasing- 
power equivalent as of the date when the 
investment was originally made. Compari- 
son of the original amount of capital with 
the current, subsequent amount then in- 
dicates the extent of maintenance of real 
capital. 

If, for example, capital of $100,000 is 
invested, if the dollar then declines one- 
half in value, and if the capital at the end 
of such a period is $190,000, conversion of 
the $100,000 value, by means of the general 
index (200), to its equivalent (200,000) 
in terms of the general price level existing 
upon termination of this period shows, ac- 
cording to this basis for maintenance of 
capital, that the value of the original in- 
vestment has not been maintained—al- 
though the nominal basis would recognize 
an increase of 90%. 

Maintenance of real capital, a refine- - 
ment over the other methods, assures pres- 
ervation of invested purchasing-power 
possibilities and means that the capital of 
the enterprise “can continue to possess its 
initial, original degree of influence over the 
whole economic system*’”. Inasmuch as 
the word “real” means “actual general 
economic equivalence of”, the concept of 
real capital is deeper than that of nominal 
capital. It is based on evaluation of the. 
money unit itself, instead of mere ac- 
ceptance of measurements in money units, 
which, because they constantly vary in 
worth, are themselves of continually chang- 
ing size. 

What judgment may be expressed con- - 
cerning the merits of maintaining real 
capital? The answer must rest upon com- - 
monly overlooked or misunderstood funda- 
mental principles, which may be summa- 
rized thus: Inasmuch as men customarily 


” Walb, E., Das Problem der Scheingewinne, 
Freiburg in Breisgau, 1921, p. 8. 
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engage in business with or without capital, 
to obtain a greater supply of all sorts of 
scarce economic goods and services”, the 
fundamental purpose of their accounting 
must ordinarily be to ascertain, as of sub- 
sequent specific moments, whether their goal 
has been attained. If general economic 
power, i.e., capital, was invested, account- 
ing must be able to determine whether such 
power has been maintained and, con- 
sequently, how much income, if any, has 
been realized. But to perform these funda- 
mentals, related duties, accounting must 
measure capital in terms of general pur- 
chasing power; it must distinguish between 
capital and income on the basis of real capi- 
ital. Hence, maintenance of absolute capi- 
tal measured in terms of general purchasing 
power seems most worth-while and thus is 
selected as the most weighty subject matter 
available for application of stabilized ac- 
counting’*—although the validity of pure 
stabilized-accounting theory, which con- 
cerns itself with only measurement by units 
stable in worth**, does not depend upon 
maintenance of real capital. 


u“ the desire to make money does not 
itself necessarily proceed from motives of a low 
order . . money is general purchasing power, 
and is sought as a means to all kinds of ends 
....” Marshall, Alfred, Principles of Economics 
(8th ed., 1920), p. 22. 

“« . .. the investment of money is a means 
to an end; we have no direct use for the dollars 
received. . . . They must be exchanged for food, 
clothing, housing and many other things if we 
are to receive the benefits intended when the 
original investment was made.” Van Strum, K. 
S., Investing in Purchasing Power, p. 4. 

%As Professor Schmidt points out here, the 
general index, being dependent upon prices, which, 
in turn, are determined by productivity, the amount 
of money in circulation, and so forth, is itself 
relative. Preservation of capital on the general- 
purchasing-power basis enables, nevertheless—if, 
as must, of course, be assumed, the general index 
is accurate—identical absolute command over eco- 
nomic goods and services to be maintained, as a 
little experimentation will conclusively demon- 
strate. 

* Interesting to observe is the ordinary, ortho- 
dox type of current accounting, which uses as the 
measuring-unit a money stable in purchasing power 
over the single commodity gold, becomes identical 
with stabilized accounting if the latter selects as 
a stabilized unit for homogeneous measurement 
one that is steadfast in its ability to command 
the same quantity of gold as the national money. 
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Probably no one, it is true, anticipates 
spending all or any of the greater general 
purchasing power hoped to be obtained 
from business activity, for acquisition of 
every kind of economic good and service 
represented in the general price level. In 
many cases the purchasing power will be 
spent, in fact and in expectation, for 
articles that in the relative proportions of 
their total costs approximate the weighted 
prices in an index of the cost of living. In 
other cases only a minor fraction will be 
spent on such articles. Part of the pur- 
chasing power may be saved. In any event, 
however, when, as now, many commodities 
and services bid for the favor of consumers, 
purchasing power offers to its owner such a 
constantly widening choice that to predict 
its eventual use in acquisition of a restricted 
number of specific articles is likely to be 
presumptuous. It should, therefore, be 
regarded as general purchasing power. 

But may not a man enter into business 
with the express intention of increasing his 
economic power over only one kind of good 
or service, or only several kinds, instead of 
over the entire general field?** May he 
not, for instance, be so interested in acquir- 
ing a home or a motor car that he will risk 
his capital in the security markets with the 
intention of using any resulting profit, be 
sides perhaps his original capital, toward 
acquisition of the one desired commodity? 


Still, if the value of only one commodity, whether 
gold or cotton or a particular kind of fixed asset, 
is to be the basis for the stabilized-accounting 
unit, gold is preferable to most other goods, al- 
though carpets proved, for a time in the United 
States, more stable in worth than gold. Because, 
however, the worth of any particular article or 
service is too liable to become quite divergent 
from the average value of other commodities and 
because, more important, men customarily under- 
take business operations in order to gain enhanced 
control over the general field of economic goods, 
stabilized accounting chooses to concern itself with 
measurement by a unit that is of stable value in 
terms of all economic commodities and services in 
the community. 

“Regarding the idea that a special index 
should, ideally, be devised for each individual, cf. 
Haberler, G., “A New Index and Its Meaning,” 
Quarterly Journal of Economics, XLII, 3 (May, 
= his Der Sinn der Indeazahlen, Tuebing- 
en, 1927. 
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The answer is, or course, affirmative. In 
such a case, then, should not maintenance of 
capital be based on the index number of 
the particular commodity desired, rather 
than on the general index? The reply is 
again affirmative. If both the original 
capital and any gain are intended for use 
in eventual acquisition of a specific com- 
modity, maintenance should be based on the 
price index number of that commodity. If, 
however, only the gain is intended for such 
use, maintenance of the capital should still 
be based on the general index. 

Most men who invest capital do not, 


however, definitely plan to use it or its’ 
income, if any, to acquire eventually any | 
* particular good or service or any particu- 
lar combination thereof. And even if they’ 


do, they are quite likely to change their 
minds, under the rapidly moving conditions 
of modern life, before the eventual date 
for such use of the purchasing power ar- 
rives. Unless, therefore, there is quite 
definite intention to employ an investment 
for eventual acquisition of a specific com- 
modity or group of commodities—and not 
merely the intermediate current acquisition 
of business goods and services necessary 
for attainment of the ultimate goal—the 
most practical assumption in the light of 
experience is that greater general economic 
command, which will be available for later 
expenditure in any direction, is the actual 
object of business endeavor and that, there- 


fore, maintenance of capital should be based , 


upon the general price index. 

If, again, a man invests capital with the 
intention of never withdrawing any of its 
original amount, should not maintenance 
be based upon a price index of the com- 
modity or commodities of most importance 
in the operations of that particular busi- 
ness, rather than upon the general index? 
A negative answer must be given. The 
theoretical reason is that if maintenance 
is not based upon real capital, by means 
of the general index, there is no precise 
way of ascertaining as of a subsequent date 
whether the probable primary object of 
economic activity has been realized, i.e., 


whether an apparent subsequent excess over 
the value originally invested is truly rep- 
resentative of increased command over all 
goods and services and, as such, conse- 
quently withdrawable, in the form of 
income, without impairment of original 
capital. The practical reason is that main- 
tenance based upon an index of the com- 
modity or commodities of greatest 
significance in the particular business op- 
erations means maintenance of nominal or 
individual real capital—and hence either 
possible disaster or unnecessary over-main- 
tenance. 

Real capital should, of course, be ascer- 
tained on the basis of the national general 
index. If, however, the purpose of eco- 
nomic activity in a given case is to obtain 
greater general international purchasing 
power, strict accuracy in stabilized ac- 
counting procedure then requires construc- 
tion and use of an index representative 
of the various national general price levels 
weighted according to expected regions of 
expenditure. But this is a refinement that 
may in most instances be disregarded. 

Measurement of capital in terms of eco- 
nomic command over goods and services 
requires, of course, more work and expense 
than merely nominal measurement of capi- 
tal. This fact should be considered, how- 
ever, less an objection to maintenance of 
real capital, than an additional accusation 
against a fictitious monetary standard 
of value and the characteristic concomi- 
tant general price fluctuations. If use of 
a fluctuating dollar for measurement of 
accounting data makes additional calcula- 
tion a prerequisite for accuracy in the data 
so measured, and if such calculation is not 
performed, the unstabilized figures remain 
simply incorrect. The extent of such in- 
accuracy helps determine, of course, the 
practical need for any remedial procedure. 

A concluding objection is that the in- 
dispensable instrument for calculation of 
real capital, namely, the general price 
index, is itself imperfect. There is truth 
in this objection, but probably less than 
there was five years ago, or even one year 
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ago. Price economists and economic sta- 
tisticians are continuously laboring to per- 
fect the implements that they are using 
for accurate measurement of the general 
price level. Presumably these instruments, 
like most used in science, are becoming 
more efficacious. In any event, however, 
if one of them can establish the measure- 
ment of economic data on a foundation 
more stable and more suitable for compari- 
son than the ordinary monetary unit can, 
then, in spite of remaining imperfection, it 
should be employed as the best available 
device for financial measurement. 

Important to observe, finally, is that 
stabilized accounting is not related to any 
particular kind of measuring-unit. It at- 
tempts simply to measure financial amounts 
in terms of whatever unit seems most solidly 
based on the ultimate purpose of the eco- 
nomic activity. If, for example, in a given 
instance there is satisfactory evidence that 
such purpose is to acquire greater pur- 
chasing power over just one kind of eco- 
nomic commodity or over the kinds 
commonly supposed to constitute the or- 
dinary cost of living, stabilized accounting 
principles require measurement in, respec- 
tively, the price index of the one commodity 
or an index of the cost of living. But 
because increased purchasing power over 
the general field of goods and services is 
customarily the primary motive for eco- 
nomic activity, accounting stabilization in 
the following pages will be based on the 
general price index. 


Ill 


Maintenance of capital is a subject of 
great importance because it should be con- 
sidered a part of the main purpose of 
accounting. 

Capital may be maintained relatively or 
absolutely. 

Relative maintenance is based on a false 
theoretical concept. Practically, more- 


over, it is unsafe if the general capital of 
the nation has diminished during the in- 
vestment period of the individual capital, 


and unnecessarily conservative if the social 
capital has grown. 

Maintenance of absolute material capital 
is based upon an incorrect concept of the 
purpose of economic activity. Practically, 
also, it is either unsafe because the indi- 
vidual price level of the capital has de- 
creased in relation to the general price 
level during the period of investment; or 
too conservative because the specific price 
level has, on the contrary, relatively in- 
creased. To the extent that depreciation 
on reproductive cost aims to maintain ma- 
terial capital, it is to be condemned. 

Maintenance of absolute nominal capital 
is likewise based upon a false premise re- 
garding the purpose of business activity. 
It is, moreover, either a very dangerous 
practical basis—more so than maintenance 
of material capital—if the general price 
level has risen since the capital was in- 
vested (and prices rise during a greater 
number of years than they fall); or too 
conservative a basis if prices as a whole 
have declined since the date of original 
investment. Maintenance of capital meas- 
ured in paper money is an even more un- 
sound and unsafe basis than maintenance 
of gold-money capital. Maintenance 
based on the price index of a single good 
or service, although at first glance a good 
method, is similar fundamentally to main- 
tenance of monetary capital and conse- 
quently both unsound in theory and either 
unsafe or too conservative in practice. 

Maintenance of absolute individual real 
capital, although superior to maintenance 
of material or nominal capital, is, never- 
theless, theoretically objectionable because 
based upon a false premise regarding the 
object of economic endeavor and, prac- 
tically, either unsafe or too conservative. 
Greater practical objections are, however, 
the difficulties of understanding and con- 
structing the type of index required for 
this form of maintenance. 

\) The basis for maintenance probably most 
often in harmony with the customary fun- 
damental purpose of economic activity is 
maintenance of absolute general purchasing 
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power, i.e, maintenance of general real 
capital or simply “real capital”. It, alone, 
continually measures capital and income 
in such a way as to facilitate realization 
of the usual goal of economic effort, namely, 
increase of general purchasing power, and 
thus materially assists accounting to 
realize its main purpose of accurately dis- 
tinguishing between capital and income. 

Under certain conditions measurement 


may, with more justification, be based on 
the price index of a single commodity or 
service, or a weighted combination thereof, 
than on an index of the general price 
level. 

Although stabilized accounting custo- 
marily employs, with apparent justifica- 
tion, the general price index in maintenance 
of capital, it is not essentially related to 
any particular kind of measuring-unit. 
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WHAT IS COST? 


C. E. 


CENT YEARS HAVE WITNESSED & 
R movement in accounting toward re- 
finement of terminology. The at- 
tempt of leaders in the field to give exact 
definition to the various accounting terms 
is evidenced chiefly by the activity of the 
Terminology Department of American 
Institute of Accountants. This fact per- 
haps offers justification for ar examina- 
tion of the meaning and nature of “cost,” 
for it is upon the concept of cost that the 
concept of profit turns. 

Not infrequently there is encountered in 
accounting literature the thought that ac- 
counting, being an aspect of applied eco- 
nomics, should be cognizant of the dictates 
of economic theory and should attempt to 
portray the concepts of the economist. 
Such contentions offer cause for specula- 
tion as to what extent and in what man- 
ner accounting is to be concerned with the 
theories of the economist. W. A. Paton 
has aptly expressed the problem. “Con- 
cepts and terms entirely valid in one field 
cannot be transferred to the other,” he 
says, “without, at least, very careful quali- 
fication. .... The accountant must recog- 
nize that accounting principles and con- 
cepts are measurably distinct from those 
of economic theory and that while a thor- 
ough grounding in fundamentals may be of 
genuine advantage to him, a smattering of 
economics—a mere superficial familiarity 
with certain stock phrases of the econo- 
mist—may but serve to confuse rather than 
to assist him in his attempt to place ac- 
counting procedure upon a rational foot- 
ing.” 

It is the intention of the present article 
first to display the economic concept of 
cost of production and to follow that with 
the accounting concept so that when they 
stand in contrast any similarities or dis- 
similarities may become apparent. 

Economics is sometimes defined as the 
science which treats of phenomena from 


Cox 


the standpoint of price. Economic reason- 
ing attempts to explain and determine the 
effect which the elements coming under its 
consideration have upon price. Any thor- 
ough examination of cost from the view- 
point of economics must therefore attempt 
to reveal in what way and to what extent 
the element of cost is a determinant of 
price. 

The concept of cost is truly fundamental 
in economic analysis. In fact one author 
has gone so far as to state that the back- 
bone of economic science is the balancing of 
value against cost.’ It appears at the out- 
set that before proceeding further in a 
consideration of the réle which cost plays 
in the economic scheme of things it would 
be well to pause and examine the nature 
of cost as conceived by the economist. In 
short, this paper has for its purpose the 
consideration of the constituents of cost as 
well as the significance of cost. 

Consider the case of a man who, owning 
a plot of land, tills the soil, sows it in 
wheat, cultivates the crop, reaps the har- 
vest, grinds the grain into flour between 
stones fashioned by his own hands, con- 
verts the flour into bread through agencies 
which he has by his own efforts constructed, 
and who finally distributes the product to 
the consumer. He has not spent a dollar 
in producing the commodity for the con- 
sumer but it can hardly be said that he has 
incurred no cost. His cost has been his 
efforts, his struggle with nature in extract- 
ing the grain from the earth and convert- 
ing it into bread.” 

The economist, having adopted a social 


M. Clarke—Economics of Overhead Cost, 
p. 17. 

*“The real cost of production of any commodity 
is held to be the sum of efforts and abstinences 
requisite to make it ready for consumption and the 
act of production is not said to be complete until 
the commodity is in the hands of the consumer or 
until it has received the utility of being in the place 
where it is wanted.” (Palgrave—Dictionary of 
Political Economy, Vol. 1, p. 437.) 
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point of view, is not concerned with any 
one individual producer but with the some- 
what imaginary functional classification of 
production, as land, labor, capital, and the 
enterpreneur. The imaginary producer of 
the illustration embodied the function of 
ijaborer when he applied his efforts to pro- 
duction, of the capitalist (his capital being 
in the form of the instrument of produc- 
tion which he had constructed by his own 
efforts and of the entrepreneur, since he 
chose to combine his efforts and his capital 
to produce consumers’ goods. With the 
functions performed by this producer mag- 
nified to the extent of the functional fac- 
tors as conceived of by the economist, the 
illustration may be useful in demonstrating 
the economist’s concept of cost. 

The imaginary producer deems it desir- 
able to invest a portion of the proceeds 
of the sale of his product in implements for 
cultivation, manure for enriching the soil, 
a mill for grinding the grain, and ovens 
for baking the bread. Each of these agen- 
cies of production has been produced by 
the efforts of other producers, and the cost 
of producing bread now consists of the ef- 
forts of the producer plus the efforts of 
the producers who have furnished the in- 
struments used in its production. But 
what of the producer of bread? A new 
element has entered his cost in addition 
to those which were embodied in the instru- 
ments which he has acquired. Had he 
chosen he might have spent the entire pro- 
ceeds of his sale of bread and thus enjoyed 
the benefit thereof. By choosing to em- 
ploy his funds productively rather than to 
spend them he has deprived himself of the 
realization of pleasure and now has antici- 
pation of that realization. To his cost as 
thought of in efforts directly applied in 
producing bread must be added the depri- 
vation which he has suffered. The essence 
of cost from this point of view is pain 
of efforts and abstinences. 

The modern economic structure, how- 
ever, is not so simple as the illustration 
above. The commodities which satisfy the 
desires of the ultimate consumer are the 
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goal of all production, but in modern pro- 
duction no one producer performs all the 
operations necessary to the construction of 
consumers’ goods. The production of in- 
struments which facilitate or enable con- 
sumers’ goods to be produced is merely 
a means to an end, but the efforts and 
abstinences necessary for their production 
constitute the cost of the ultimate product 
just as surely as do the efforts and ab- 
stinences expended directly upon the ulti- 
mate product itself. Any one producer 
cannot hope to produce all the instruments 
necessary to the achievement of the goal, 
consumers’ goods, but he may purchase 
for money the services, efforts, and absti- 
nences necessary for the production of the 
ultimate product whether they be actual 
services or whether they be embodied in 
producers’ goods, instruments of produc- 
tion, etc. It is hardly probable that each 
producer in the economic system looks be- 
yond the product resulting from his own 
efforts to the ultimate product. His in- 
terest is focussed upon the product which 
will materialize as a result of his services. 
To him, cost of production is the sum of 
money necessarily outlaid to bring his 
product into being.* 

The economist is not concerned with any 
individual producer but with the entire so- 
cial structure, with all the services of ef- 
forts and abstinences rendered by the 
functional factors necessary to produce 
the ultimate commodity, the commodity 
which satisfies the consumers’ desires. The 
fact that each producer purchases services 
for money, whether they be actual services 
or tangible embodiments of services, does 
in no way alter the fact that economic cost 
is pain of efforts and abstinences suffered 
in production of a commodity. The in- 
dividual producer has labelled the pay- 

*“The sums of money that have to be paid for 
these efforts and sacrifices ge pone: § referred to) 
will be called the money cost of production or for 
shortness the expenses of production; they are the 
prices which have to be paid in order to call forth 
an adequate supply of efforts and waitings that are 
required for making it, in other words, they are the 
supply price.” (Alfred Marshall—Principles of 


Economics, p. 339.) 
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ments for services as wages, interest, and, 
in the case of embodied services, materials, 
machinery, etc. These items expressed in 
terms of money constitute cost from the 
individual producer point of view. Thus 
what any individual producer ordinarily 
means by cost is the sum of all prices paid 
for materials, labor, and sacrifices involved 
in production.* However, these payments 
are not real cost of production to the 
economist but are compensation for those 
who render service. The true cost is pain 
of effort and abstinences; and labor and 
capital tend to drift into those places and 
into those occupations in which they get 
the greatest reward in proportion to the 
cost. 

Economic cost, the essence of which is 
pain of effort and abstinences, is incapable 
of being expressed in terms of money or 
in any other unit. The rendering of the 
same service may inflict greater pain upon 
one person than upon another; this is a 
fact which must exist without expression. 
The cost is subjective; only the compensa- 
tions for service can be expressed. 

In the complexity of the modern pro- 
ductive system the cumulative effect of pain 
suffered in the rendition of service soon 
transcends the comprehension of the hu- 
man mind. To say that the cost of pro- 
ducing a commodity for ultimate consump- 
tion is the summation of all the pain of 
services both effort and abstinence suffered 
is one thing and to visualize and compre- 
hend it is another. It becomes necessary, 
therefore, to express cost in terms of money 
so that its cumulation may be revealed and 
understood. Money cost of production 
from the viewpoint of the economist then 
becomes the summation of all payments for 
services rendered in the production of con- 
sumers’ goods. This concept is not identi- 


*“In a broader sense the producer or other 
entrepriser includes in the term cost of the entire 
outlay of money to be taken into consideration in 
calculating his assets or his profit or loss. This is 
his point of view when he seeks to determine the 
actual effect upon his wealth of costs which he has 
incurred.” (Von Wieser—Social Economics, p. 
199.) 


cal with the entrepreneur’s concept of cost, 
The economist still holds to the social view- 
point as against the individual viewpoint 
of the entrepreneur. To allow for their 
comprehension (and practical applica- 
tion) it has been attempted to measure 
costs in terms of money, to convert the sub- 
jective into the objective. 

The difference in the social and indi- 
vidual viewpoint can well be illustrated by 
the consideration of the consumption of a 
producer’s goods. An individual producer 
who purchases an instrument of production 
and loses it through depreciation in use 
counts that loss as part of his cost of 
production. From the viewpoint of the 
economic theorist, however, the cost was 
incurred before the producer in question 
ever acquired the instrument. To count 
its consumption through depreciation a 
cost would in social economics be a dupli- 
cation, an inclusion of the same item twice 
in the cost of production of the ultimate 
commodity. 

The economist thinks of cost as the 
amalgam of services of all factors of pro- 
duction. He does not link cost with time 
but with the resultant of services rendered, 
i.e., he does not think of the wheels of 
production as turning for a month or a 
year at which intervals the costs of the 
period are reckoned. But rather costs are 
reckoned for an associated with an amount 
of goods which satisfy the desires of the 
final consumer. 

The economist is interested in cost pri- 
marily as it operates as a price deter- 
minant. An examination of the phenome- 
non of price is therefore necessary before 
it can be seen what réle cost plays in this 
connection. ‘The desirability of a com- 
modity to the consumer is dependent upon 
its capacity for satisfaction of his wants. 
The utility or capacity for want satisfac- 
tion of each unit of consumers’ goods varies 
inversely with its abundance. Economists 
have pointed out the principle of diminish- 
ing utility which takes cognizance of the 
fact that the more units of a commodity 
available the less valuable any one unit. 
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What Is Cost? 


The appraisal which the consumer places 
upon a unit of goods which he is consider- 
ing for consumption depends upon its util- 
ity. Valuation is a process of mind, and 
each individual undergoes a distinct reac- 
tion when confronted by a situation in- 
volving valuation. Value, the result of 
weighing of one desire against another, is 
subjective and the value of goods to the 
consumer, viewed as a class by the econo- 
mist, determines the amount of money with 
which he will part in order to acquire the 
good. Price, the amount of money parted 
with by the consumer, becomes a measure 
of the subjective, the value of goods to the 
consumer. This valuation of goods, this 
estimation of utility by the consumer, is 
known as the demand side of price deter- 
mination.° 

It has been shown that both value and 
real costs are subjective. Value is the de- 
sirability of a good as it exists in the mind 
of the consumer while real cost of a com- 
modity is the pain of effort and abstinence 
suffered in producing it. It is not neces- 
sarily true that because a certain amount 
of pain has been suffered by individuals in 
producing a commodity that the commod- 
ity will appear just that desirable to the 
consumer. In fact there can be no meet- 
ing of the two subjective elements. The 
ideas are incomparable. It is only when 
value is measured in terms of money and 
compared to the money payments for serv- 
ices of effort and abstinence (i.e., the 
money costs or expenses of production), 
that a comprehensible picture exists. It 
can then be seen that the amount of money 
with which the consumer is willing to part, 
the demand price, must be as great as the 
money cost of production. As Alfred Mar- 
shall states it, the payments for services 
or effort and abstinence rendered are the 
“supply price” and unless the consumer is 
willing to meet these payments, the services 


*“The backbone of economics is the balancing of 
value against cost. Economic efficiency consists 
of making things that are worth more than they 
DIT) (J. M. Clark—Economics of Overhead Cost, 
p- 17. 
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will not be forthcoming and production will 
be curtailed. 

The tendency of diminishing returns is 
a tendency of increasing costs. The busi- 
ness man is always seeking for that happy 
combination of land, labor, and capital 
which will return to him the greatest prod- 
uct at the least cost, and he will extend 
his production to that margin at which 
he can recover cost through price. How- 
ever, what the value and price of a com- 
modity shall be are dependent upon the 
demand for it which is dependent upon the 
supply or abundance of that commodity; 
and what the supply of the commodity shall 
be depends upon the price which can be ob- 
tained for the last unit produced at the 
margin of production. It cannot be truth- 
fully said, therefore, that either supply or 
demand determines price. Price, supply, 
demand, and the margin of profitable pro- 
duction are all forces which are mutually 
determined and determining in the market 
just as the piers and keystones of an arch 
are mutually dependent. Hence cost of 
production is only one of the several forces 
at work in the determination of prices and 
it may likewise be said that these various 
forces are operative in determining what 
costs shall be. 

“The market price of goods reproducible 
at will tends to equalize itself in the long run 
with Costs of Production.” ® 
This is true not because a good is just 
as valuable as the money costs incurred in 
its production. Cost does not give value. 
On the contrary, costs are incurred because 
the product resulting will have value. 
Jevons points out 

“The fact is that labor once spent has no 
influence upon future value o f any article; it 
is lost and gone forever. In commerce by- 
gones are forever bygones and we are always 
starting clear at each moment judging the 
value of things with a view of future utility.” * 
The forces of supply and demand and the 
margin of production mutually tend to 

* Bohm-Bawerk—Positive Theory of Capital, p. 


179. 
* Jevons—Theory of Political Economy, p. 164. 


5 


292 


equalize price and money costs of produc- 
tion. The economist conceives of the ideal 
situation as that in which supply exactly 
satisfies the demand at a price which equals 
the remuneration of the factors which have 
served production. 

When price is coincident with cost it 
offers compensation to those who have ren- 
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agement has been coined and must be 
thought of as a part of cost.® 

J. B. Clarke considers the entrepreneug 
a composite person who performs unlike 
functions and receives two distinct rewardg 
In his first capacity he is a direct laborer 
whose compensation is in the nature of 
wages ; in his second capacity he is a buyer 


DIAGRAM OF ECONOMIC COST 
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dered service in wages to labor and interest 
to capital. The compensation of the entre- 
preneur is commonly thought of as being 
that margin which lies between cost and 
price, i.e., profit. As the margin is not 
certain to exist and only does exist when 
demand price exceeds supply price the 
services of management must be assured a 
compensation. The term wages of man- 


and seller who owns the product and who 
makes a profit by selling it. In this capac- 
ity he apparently does little to earn the 
profit. The pain of effort suffered by the 
entrepreneur in performing his function ag 


* “Normal or long run Supply price or expenses 
of Production includes gross earnings of manage 
ment.” (Alfred Marshall—Principles of Eco 
nomics, p. 889.) 
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*Gillespie, Cecil M., 1788 Chicago Ave., Evanston, 
Illinois 

Gilman, Stephen, 3411 S. Michigan Avenue, Chi- 
cago, Illinois 

*Glass, Frank Paisley, 221 Morgan Hall, Soldiers 
Field Station, Boston, Massachusetts 

*Glaysher, S. Gordon, 374 Argyle Ave., Elmhurst, 
Illinois 

Glover, Chas. A., 195 Broadway, Room 722, New 
York, New York 

Glover, Lee, University, Alabama 

Goedeke, W. J., Apartment 2 H., 3820 Waldo 
Avenue, New York, New York 

Goehring, Erwin E., 206 E. Park Drive, Raleigh, 
North Carolina 

Goggin, Walter J., 525 Boylston Street, Boston, 
Massachusetts 

Good, Anthony E., c/o Price Waterhouse and Com- 
pany, 508 Olive Street, St. Louis, Missouri 

Gordon, Robert W., c/o Chas. R. Hadley and Com- 
pany, 330 N. Los Angeles Street, Los Angeles, 
California 

Graff, Fritz William, 167 Public Square, Cleveland, 
Ohio 

*Graham, Berl G., 2876 McKinley Avenue, West- 
wood, Cincinnati, Ohio 

Graham, Willard J., 5453 Woodlawn Avenue, Chi- 
cago, Illinois 

Gray, Howard W., Room 8, Johnson Building, 
Gainesville, Florida 

Gray, Wm. R., Hanover, New Hampshire 

Green, P. M., 117 Commerce Building, University 
of Illinois, Urbana, Illinois 

*Greene, Howard F., 1836 S. 5th Ave., Maywood, 
Illinois 

Greer, Howard C., Institute of American Meat 
Packers, 506 S. Wabash Avenue, Chicago, IIli- 
nois 

Gregory, Homer E., 207 Commerce Hall, Univer- 
sity of Washington, Seattle, Washington 

*Gritz, Irvin B., c/o School of Commerce, Still- 
water, Oklahoma 

*Grunwald, Fred W., 3811 W. Linden Place, Mil- 
waukee, Wisconsin 


Hahn, Fred F., 615 Pacific Mutual Building, Los 
Angeles, California 

Haines, Russell D., 294 E. 148th Place, Harvey, 
Illinois 

Hall; Roy, c/o Gilby, Panny, Hall Company, 105 
W. Adams Street, Chicago, Illinois 

Ham, Chester R., 1906 Indiana Avenue, Pullman, 
Washington 

Hand, C. C., 1615 Chicago Temple Building, Chi- 
cago, Illinois 


Hanson, Arthur W., 219 Morgan Hall, Soldiers 
Field Station, Boston, Massachusetts 

Hardman, Jas. E., 2711 Robinwood, Toledo, Ohio 

Harper, J. W. C., Grinnell College, Grinnell, Iowa 

Harrington, Russell C., 35 Calvin Road, Newton- 
ville, Massachusetts 

Harrison, B. F., School of Business Administration, 
Austin, Texas 

*Harrison, Heber G., 645 E. 92nd Street, Los An- 
geles, California 

Harvey, Gilman C., 50 Congress Street, Boston, 
Massachusetts 

Hatfield, Henry R., 2695 Le Conte Avenue, Berke- 
ley, California 

Haun, Robert D., University of Kentucky, Lexing- 
ton, Kentucky 

Hauslein, John D., University of New Hampshire, 
Durham, New Hampshire 

Hayden, Jas. M., 378 Holly Avenue, Elmhurst, IIli- 
nois 

Heath, Harvey A., State Teachers College, Indiana, 
Pennsylvania 

Heckert, J. Brooks, 11 E. Norwich Avenue, Co- 
lumbus, Ohio 

Heckman, H. M., University of Georgia, Athens, 
Georgia 

Heilman, E. A., School of Business Administration, 
University of Minnesota, Minneapolis, Minne- 
sota 

Helms, W. M., Snell Hall, University of Chicago, 
Chicago, Illinois 

Henderson, Algo D., Antioch College, Yellow 
Springs, Ohio 

Hendrix, Enos L., 2481 N. Tripp Avenue, Chicago, 
Illinois 

Hensel, Philip Howard, University of Western 
Ontario, London, Ontario, Canada 

Henry, John M., Coe College, Cedar Rapids, Iowa 

Hernandez, Jose V., Box 2402, Manila, Philippine 
Islands 

Hilgert, J. R. (address unknown) 

Himmelblau, David, 339 E. Chicago Avenue, Chi- 
cago, Illinois 

Hindle, Raymond B., 25 Broad Street, New York, 
New York 

Hinzie, Herbert M., Palestine, Texas 

Hollister, Dwight G. W., c/o Babson Institute, 
Babson Park, Massachusetts 

*Holmes, Arthur Wellington, 218 Ehrman Avenue, 
Cincinnati, Ohio 

Holmes, M. L., c/o Co-operative G. L. F. Exchange, 
Incorporated, Ithuca, New York 

Horn, Frederick G., Pearl River, New York 

Hornberger, D. J., Ohio Wesleyan University, Dela- 
ware, Ohio 

Houghton, Leonard I., 146 Chestnut Street, Spring- 
field, Massachusetts 

Howard, Edwin H., 37 E. Franklin Street, 
Hagerstown, Maryland 

Howard Hamilton, Rossville Commercial Alchohol 
Corporation, Lawrenceburg, Indiana 

Howard, Russell M., University Station, Box 134, 
Tucson, Arizona 

Howard Stanley E., 7 College Road, Princeton, 
New Jersey 

Howell, G. E., 1803 S. Sixth Street, Springfield, 
Illinois 


Hoyt, H. V., 226 E. 4th North, Brigham Young 
University, Provo, Utah 

Hudgins, Houlder, 305 Wyckoff Avenue, Ithaca, 
New York 

*Huegy, Harvey W., 208 S. Coler, Urbana, Illinois 

Huene, Arthur H., 51 Chambers Street, New York, 
New York 

Hunt, H. L., 4128 Moffitt Avenue, St. Louis, Mis- 
souri 

Hunter, Albert E., 80 Federal Street, Boston, Mas- 
sachusetts 

Husband, Geo. R., 2485 Ford Court, Detroit, 
Michi 

Husband, Wm. H., Delaware, Ohio, 177 N. San- 
dusky Street 

Huston, Louis A., 1814 Harris Trust Building, 
Chicago, Illinois 

Hutchins, Chas. E., 340 Main Street, Worcester, 
Massachusetts 


Iglauer, Robert, 1504 Lexington Building, Balti- 
more, Maryland 
Irvine, J. H., 526 W. 11th Street, Albany, Oregon 


Jackson, J. Hugh, Box 2428, Stanford University, 
California 

Jenkel, Julian A., 810 American Building, Balti- 
more, Maryland 

Johnson, Arthur W., Box 464, Durham, New 
Hampshire 

Johnson, Philip W., 19 Congress St., Boston, Massa- 
chusetts 

Johnston, Jas. A., University of Oregon, Eugene, 
Oregon 

Johnston, Wm. W., 21 Rockland Street, Springfield, 
Massachusetts 

Jones, Chas. C., Gowanda, New York 

Jones, L. T., 1206 Main Street, Kansas City, Mis- 
souri 

Jones, Ralph C., 658 Yale Station, New Haven, 
Connecticut 

Jordan, Chas. Henry, 766 Main Street, Worcester, 
Massachusetts 

Josephson, Harry J., 4614 N. Paulina Street, Chi- 
cago, Illinois 

Judd, Harry E., 508 Omaha National Bank Build- 
ing, Omaha, Nebraska 


Kaemarynski, Louis F., St. Mary of the Woods, 
Indiana 

Karrenbrock, W. E., 308 W. Iowa, Urbana, Illinois 

Keebler, Philip F., 33 Claremont Avenue, Jersey 
City, New Jersey 

Keen, Harold F., 28 N. Franklin Street, Chicago, 
Illinois 

Keiser, Jas. R., Wharton School, University of 
Pennsylvania, Philadelphia, Pennsylvania 

Keister, Donald C., First National Bank Building, 
Scottdale, Pennsylvania 

Keller, Gus V., 4266 Juniata Street, St. Louis, 
Missouri 

Kelly, Daniel J., 28 N. Franklin Street, Chicago, 
Illinois 

Kendrick, Hazen Wallace, University of Colorado, 
Boulder, Colorado 

Kennedy, John T., Transportation Building, Wash- 
ington, D.C. 

Kennedy, R. D., Box 271, Iowa City, Iowa 

Kester, Roy B., Columbia University, New York, 
New York 


Milo, College of Commerce and Adminis- 

tration, Ohio State University, Columbus, Ohio 

King, R. W., Box 1338 Yale Station, New Haven, 
Connecticut 


Kinman, J. I., S. 110 Howard Street, Spokane, 
Washington 

Klausner, Gustave, 5789 Pershing St., St. Louis, 
Missouri 

Kneifil, M. R., 1402 S. Grand Avenue, St. Louis, 
Missouri 

Knight, David M., Box 38, Parkville, Missouri 

Knight, Wilbur D., 911 S. 6th Street, 
Illinois 

Koch, Elmer C., Box 186, University Station, Grand 
Forks, North Dakota 

Koebbe, C. H., 905 Grand Rapids Trust Building, 
Grand Rapids, Michigan 

Kohler, E. L., 1 La Salle Street, Chicago, Illinois 

Koos, Theodore L., 5 W. 68rd Street, New York, 
New York 

Krebs, William S., Washington University, St. 
Louis, Missouri 

Kunz, Olive A. F., 810 S. College Avenue, Mount 
Pleasant, Michigan 

Kunze, H. L., 619 State Street, Milwaukee, Wis- 
consin 

*Krieb, William Milton, 1024 N. Bentalou Street, 
Baltimore, Maryland 


Lamberton, Robert A., 398 Main Street, Milltown, 
New Jersey 

Lang, John J., 801 La Salle Building, St. Louis, 
Missouri 

Lang, Theodore, 20 Charles Street, New York, New 
York 

Lange, Herbert C., Fidelity Building Association, 
Dayton, Ohio 

Larson, A. Q., 412-7th Avenue, La Grange, Illinois 

Laureys, Dr. Henry, 399 Viger Avenue, Montreal, 
P. Q., Canada 

Lawrence, W. B., 204 N. Charlotte Street, Lom- 
bard, Illinois 

Lay, Chester F., Faculty Exchange, University of 
Chicago, Chicago, Illinois 

Leland, Thomas William, Coll Station, Texas 

Lindsay, Wm., 209 Pleasant Street, Oak Park, 
Illinois 

Lipscomb, P. D., 15 S. Spring Street, La Grange, 
Illinois 

Littleton, A. C., 205 Commerce Building, University 
of Illinois, Urbana, Illinois 

Lobaugh, E. D., 2801-2311 Prairie Avenue, Chicago, 
Illinois 

Lockwood, Jeremiah, Logan Hall, University of 
Pennsylvania, Philadelphia, Pennsylvania 

Long, Dean, Evansville College, Evansville, Indiana 

Lorig, Arthur N., c/o Cypress Petroleum Company, 
215 W. 6th Street, Los Angeles, California 

Lowrie, Josephine A., The John Shillito Company, 
7th, Race, and Shillito Place, Cincinnati, Ohio 

Lowrie, Walter C., 802 Lincoln, Wayne, Nebraska 

Luby, William J., 5133 Bernard Street, Chicago, 
Illinois 

Lucas, Homer Atwood, 827 Burncoat Street, Wor- 
cester, Massachusetts 

Ludlam, Chas. S., Ingraham Building, Miami, 
Florida 

*Lukas, Gaze E., 429 Commerce Building, Urbana, 
Illinois 
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Lund, Reuel I., 882-30 Avenue, South Minneapolis, 
Minnesota 

Lyday, Miss Florice, Southeastern Teachers Col- 
lege, Durant, Oklahoma 


McCallister, B. D., Moorhead, Mississippi 

McCann, W. Webster, 14 Vincent Avenue, Waver- 
ley, Massachusetts 

McCarty, W. J., 525 Boylston Street, Boston, 
Massachusetts 

McCollough, E. V., Tarkio, Missouri 

McDonald, Jas., St. Marys University, San An- 
tonio, Texas 

McKee, C. W., Westminster College, New Wilming- 
ton, Pennsylvania 

McKinsey, Jas. O., 120 S. La Salle Street, Chicago, 
Illinois 

Mc Murray, Kari F., 1 S. Pinckney Street, Madison, 
Wisconsin 

McNab, J. C., 4548-172nd Street, Flushing, New 
York 

MecNaboe, John J., 25 W. 45th Street, New York, 
New York 

McNaughton, Floyd, 180 Mayfield Ave. N. E., 
Grand Rapids, Michigan 

MacFarland, Geo. A., Logan Hall, 36th and Wood- 
land Avenue, University of Pennsylvania, 
Philadelphia, Pennsylvania 

MacGregor, Claud A., 615 Peoples State Bank 
Building, Pontiac, Michigan 

MacNab, John B., 5505 Wayne Avenue, Howard 
Park, Baltimore, Maryland 

MacPherson, Robert P., 6380 N. Oakly Avenue, 
Chicago, Illinois 

MacRoberts, A. N. 216 S. Chestnut St., Lansing, 
Michigan 

Maceo, J. R., 501-502 W. T. Waggoner Building, 
Fort Worth, Texas 

Madden, John Thomas, New York University, 
Washington Square, New York, New York 

Magruder, D. A., Antioch College, Yellow Springs, 
Ohio 

Mahoney, John F., 11 Park Place, New York, New 
York 

March, J. H., 167 Public Square, Cleveland, Ohio 

Marple, R. P., Box 2236, Auburn, Alabama 

Marsh, Sam A., Washington University School of 
Commerce, St. Louis, Missouri 

Martin, O. R., University of Nebraska, Lincoln, 
Nebraska 

Marvin, J. Arthur, 100 Broadway, New York, New 
York 

- Perry, Antioch College, Yellow Springs, 

io 

Maurer, J. M., Tulsa, Oklahoma (address unknown) 

Mautner, Oscar, 3957 Gouverneur Avenue, New 
York, New York 

Mayors, William, 1475 Arcade Building, St. Louis, 
Missouri 

Mead, Stuart B., 426 Pawnee Street, Bethlehem, 
Pennsylvania 

Mendelsohn, Justine, 1185 
Rouge, Louisiana 

Merrill, Karl G., Big Rapids, Michigan 

Merrill, W. F., Shrine Club, Masonic Temple, De- 
troit, Michigan 

Mers, Wm. H., 929 Dixie Terminal Building, 
Cincinnati, Ohio 


Main Street, Baton 


Meyer, Harvey G., Box 241, University of Tennes- 
see, Knoxville, Tennessee 

Mikesell, R. M., University of Indiana, Blooming- 
ton, Indiana 

Miller, Edward A., 17 Waverley Avenue, Brooklyn, 
New York 

Miller, Hermann C., Commerce Building, Ohio 
State University, Columbus, Ohio 

Miller, Louis R., 300 S. Artillery, Detroit, Michi- 


an 

Mille, Nina, 510 Business Building, Columbia 
University, New York, New York 

Millsaps, Jefferson H., 4948 Blackstone Ave., Chi- 
cago, Illinois 

Mitchell, W. N., Box 121, Faculty Exchange, Uni- 
versity of Chicago, Chicago, Illinois 

Moler, Arthur L., c/o Union Trust Company, 
Cleveland, Ohio 

Montgomery, J. Richard, 28 N. Franklin St., Chi- 
cago, Illinois 

Montgomery, Robert H., 385 Madison Avenue, New 
York, New York 

Morey, Lloyd, 257 Administration Building, Uni- 
versity of Illinois, Urbana, Illinois 

Moriarity, W. D., 3551 University Avenue, Los 
Angeles, California 

Morris, C. E., 15 Broad Street, New York, New 
York 

Morris, Clifton H., 1202 W. T. Waggoner Building, 
Fort Worth, Texas 

Morrison, Paul L., 1918 Colfax Street, Evanston, 
Illinois 

Morton, Davis Walter, 208 Westminster Avenue, 
Syracuse, New York 

Moss, A. G., 1603 First National Bank Building, 
Dallas, Texas 

Moyer, Joseph K., 3601 Connecticut Avenue, N.W., 
Washington, D.C. 

Mulhern, Richard J., 312 E. 5th St., Brooklyn, New 
York 

Murphy, J. F., 188 Herkimer Street, Brooklyn, 
New York 

Mustaine, Fuller C., Box 118, Huntsville, Texas 

Myer, Joseph, 96 Schermerhorn Street, Brooklyn, 
New York 

Myster, Howard, 780 W. Euclid, Detroit, Michigan 


Nau, Walter L., 1104 Penobscot Building, Detroit, 
Michigan 

Neilson, J., Saskatoon, Saskatchewan, Canada 

Nettles, Henry E., 503-504 Hamilton Building, 
Wichita Falls, Texas 

Neville, C. B., 1880 Ist National Bank Building, 
Detroit, Michigan 

Neubig, Nelson J., 69 W. California Avenue, 
Columbus, Ohio 

Newlove, Geo. Hillis, 107 B. Hall, University of 
Texas, Austin, Texas 

Newton, L. W., 1264 Jefferson, S. E., Grand 
Rapids, Michigan 

Newton, W. K., University of Oklahoma, Norman, 
Oklahoma 

Nichols, Ernest C., 49 Highland Avenue, Detroit, 
Michigan 

Nielson, Oswald, School of Business Administra- 
tion, University of Minnesota, Minneapolis, 
Minnesota 

Niswonger, C. Rollin, 482 Commerce Building, 
Urbana, Illinois 
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Noble, Howard Scott, 132 N. Betherly Drive, 
Beverley Hills, California 

Noel, Thos. W., Georgia Tech. School, Atlanta, 
Georgia 


O'Connell, J. H., 942 Planters Building, St. Louis, 
Missouri 

O'Loughlin, Harry Merrick, c/o Price Waterhouse 
and Company, 1946 Penobscot Building, De- 
troit, Mich. 

O'Reilly, Hugh S., 88 Twenty-Seventh St., Jack- 
son Heights, New York 

Oglesby, John S., Box 713, Dallas, Texas 

Olive, Geo., 328 Chamber of Commerce Build- 
ing, Indianapolis, Indiana 

Onderdonk, Chester D., 100 Washington Square 
East, New York, New York 

Onstott, Frank C., 2011 Glenarm Place, Denver, 
Colorado 

Ormes, F. R., 9 Mills Place, Crawfordsville, Ind- 
jana 

Ostlund, H. J., University of Minnesota, Minne- 
apolis, Minnesota 


Pace, Homer S., 225 Broadway, New York, New 
York 

Palmer, Ernest O., 10 S. La Salle Street, Chicago, 
Illinois 

Palmer, Leslie E., 75 E. 45th Street, New York, 
New York 

Panayotopoulo, Constantin, Notara, 68, Piraeus, 
Greece 

Pasek, J. Edwin, 19 S. LaSalle Street, Chicago, 
Illinois 

Paton, W. A., 16 Ridge Way, Ann Arbor, Michigan 

Payne, Robert E., 1724 Asbury Avenue, Chicago, 
Illinois 

Peisch, Archie M., Dartmouth College, Hanover, 
New Hampshire 

Pennell, Eugene D., Kalamazoo, Michigan 

Percy, Atlee Lane, 525 Boylston St., Boston, 
Massachusetts 

Peterson, P. E., 287 N. 5 East, Logan, Utah 

Pettit, R. D., 7545 Essex Ave., Chicago, Illinois 

Phillips, C. J., The Citadel, Charleston, South 
Carolina 

Phillips, Irving B., 5484 University Avenue, Hyde 
Park Station, Chicago, Illinois 

Phillips, J. A., Texas State Board of Accountancy, 
Second National Bank Building, Houston, 
Texas 

Pinchbeck, Raymond Bennett, Roanoke College 
Salem, Virginia 

Pinkerton, P. W., 17129 Maumee Boulevard, Grosse 
Pointe, Michigan 

Plummer, Robert E., 165 Broadway, New York, 
New York 

Points, Charles F., Jr., Box 21, Wilberforce, Ohio 

Porter, Charles H., Massachusetts Institute of 
Technology, Cambridge, Massachusetts 

Porter Charles W., Lewis Institute, Chicago, Illi- 
nois 

Porterfield, A. R., 713 Federal Reserve Bank Build- 
ing, Cleveland, Ohio 

Pottinger, Jas., c/o D. M. Ferry and Company, 
Detroit, Michigan 

Powell, Weldon, 234 Phelps Road, Ridgewood, 
New Jersey 

Powell, Whitin, 115 Irving Place, Ithaca, New York 


Pressland, C. E., Room 610, Tuller Hotel, Detroit, 
Michigan 

*Price, Stanley R., 305 Peashway, South Bend, 
Indiana 

Prickett, A. L. Room 33, Commerce Hall, Bloom- 
ington, Indiana 

Prouty, Nelson H., Santander Apartments, 8-D, 
Asbury Park, New Jersey 

Purdy, Arthur S., 3223 Barlum Tower, Detroit, 


Michigan 
Quigley, Andrew J., 35 E. Wacker Driv2, Chicago, 


llinois 


Rabenau, John, 974 Paul Brown Building, St. 
Louis, Missouri 

Racine, Samuel F., 923 Leary Building, Seattle, 
Washington 

Ragan, Rex, 428 Chamber of Commerce Building, 
Los Angeles, California 

Rasmusson, Seynour D., University of Utah, Salt 
Lake City, Utah 

Ray, Julian V., 105 Graham Building, Jacksonville, 
Florida 

Rayson, E. C., 809 Forest Avenue, Oak Park, 
Illinois 

Reass, Nathan, 150 Nassau Street, New York, 
New York 

Reed, Jas. C., Room 1, State Hall, University 
of Pittsburgh, Pittsburgh, Pennsylvania 

Reedy, Thomas J., 28 N. Franklin Street, Chicago, 
Illinois 

Rehn, Henry J., University Station, Austin, Texas 

Reighard, John J., University of Minnesota, Minne- 
apolis, Minnesota 

Reik, Raymond C., 15 Broad Street, New York, 
New York 

Reuwer, F. Earl, 728 Brookwood Road, Punting 
Ridge, Baltimore, Maryland 

Reynolds, Perry J., 4282 General Motors Building, 
Detroit, Michigan 

Ribbink, A. H., Box 1592, Austin, Texas 

Rice, Duncan, 1207 Kalamazoo Trust and Savings 
Bank Building, Kalamazoo, Michigan 

Rich, Wiley D., Simmons University, Abilene, 
Texas 

Ringham, Fred E., 1200 Transportation Building, 
608 S. Dearborn Stree, Chicago, Illinois 

Rittenhouse, CO. F., 89 State Street, Boston, Massa- 
chusetts 

Robbins, Carl Burton, 625 Lasuen, Stanford Uni- 
versity California 

Robbins, Harry W., 121 Brite Avenue, Scarsdale, 
New York 

Robertson, W. A., c/o Fisher Body, St. Louis Com- 
pany, St. Louis, Missouri 

Rock, Harold S., 1125 Plymouth Building, Minne- 
apolis, Minnesota 

Rockwell, Thomas S., A. W. Shaw Co., 660 Cass 
Street, Chicago, Illinois 

Rogers, Thomas Wesley, College of Commerce and 
Finance, University of Indiana, Bloomington, 
Indiana 

Se J.,28 N. Franklin Street., Chicago, 
Illinois 

Roorda, John, 6820 N. Oakley Avenue, Chicago, 
Illinois 

Rorem, Clarence Rufus, 910-17th Street N.W, 
Washington, D.C. 
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Rosenkampff, Arthur H., 286 Wooster Street, New 
York, New York 

Ross, F. E., 6 State Savings Bank Building, Ann 
Arbor, Michigan 

Ross, T. Edward, 1801 Morris Building, Philadel- 
phia, Pennsylvania 

Rotar, Peter A., 4110 Miami, Omaha, Nebraska 

Rowland, Charles J., 28 Liberal Arts Building, 
State College, Pennsylvania 

Russell, W. J., 809 Blanchard Avenue., Flint, 
Michigan 

Russman, Albin, 568 Cauldwell Avenue, Bronx, 
New York 

*Reyes, Professor Nicanor, University of the 
Philippines, Manila, Philippine Islands 

*Richey, Miss Luella, Florida State College for 
Women, Tallahassee, Florida 


Saliers, Earl A., 2002 N. Boulevard, Baton Rouge, 
Louisiana 

Sanders, T. H., 207 Morgan Hall, Soldiers Field, 
Boston, Massachusetts 

Sanford, Emmett Reid, 626 Eddy Avenue, Missoula, 


Montana 

Santiago, Francisco, Box 2402, Manila, Philippine 
Islands 

Sargent, C. W., The Tuck School, Hanover, New 
Hampshire 

Sause, C. A., 10 Park Terrace East, Apt. 6L, New 
York City 

Sawyer, Hollis H., 79 Milk Street, Boston, Massa- 
chusetts 

Schaefer, Leo H., 615 Hazelwood Avenue, Ardmore, 
Pennsylvania 


Schaefer, William Bernhard, Voorhis Avenue, 
River Edge, New Jersey 

Schenck, W. J., 228 E. North Street, Appleton, 
Wisconsin 

Schlatter, Chas. F., 217 Commerce Building Uni- 
versity of Illinois, Urbana, Illinois 

*Schlauch, William S., 219 Division Avenue, Has- 
brouch Heights, New Jersey 

Schmidt, Leo A., Marquette University, Milwaukee, 
Wisconsin 

Scholz, Frederick W., 180 Oakdene Avenue, Tea- 
neck, New Jersey 

Schweich, J. H., 5178 Cabanne Avenue, St. Louis, 
Missouri 

Seott, DR, 111 Westwood Avenue, Columbia, Mis- 
souri 

Scovill, H. T., 217 Commerce Building, University 
of Illinois, Urbana, Illinois 

Seehofer, Carl H., 15400 Parkside Avenue, Detroit, 
Michigan 

*Sevenich, R. R., 774 Third St., Milwaukee, Wis- 
consin 

Sharer, D. M., 61883 Drexel Avenue, Jackson Park 
Station, Chicago, Illinois 

Shaulis, L. L., Tufts College, Massachusetts 

Shaw, J. P., Jr., c/o G. L. Ohrstrom and Company, 
Indiana, 44 Wall Street, New York, New York 

Sheppard, C. C., 5782 Darlington Road, Pittsburgh, 
Pennsylvania 

Shields, J. H., Duke University, Durham, North 
Carolina 

Shonting, Daniel M., 42 W. Oakland Avenue, Co- 
lumbus, Ohio 

Shultis, Frank W., Hazel Hedges, Albion, Michigan 

Sieferman, Arthur, 118 W. Monument Avenue, 
Dayton, Ohio 


Simon, Paul, 2038 Straus Building, Chicago Illinois 

Simmons, R. E., Goodyear Rubber Company, 
Arkon, Ohio 

Simpson, George B., Brownsville, Texas 

Sisterson, Douglas G., 2206 First National Bank 
Building, Pittsburgh, Pennsylvania 

Smails, R. G. H., Queen’s University, Kingston, 
Ontario, Canada 

Smeeton, Cecil B., 2388 Bryant Avenue, Evanston, 
Illinois 

Smith, Arthur C., 985 Boatmen’s Bank Building, 
St. Louis, Missouri 

Smith, Charles W., 1701 Munsey Building, Balti- 
more, Maryland 

Smith, C. Aubrey, 1904 Rio Grande St., Austin, 
Texas 

Smith, David, 2124 Union Trust Building, Detroit, 
Michigan 

Smith, H. Ezmond, c/o J. O. McKinsey and Com- 
pany, 208 S. La Salle Street, Chicago, Illinois 

Smith, R. F., 205 Commerce Building, University 
of Illinois, Urbana, Illinois 

Smith, W. Mason, National Association of Cost 
Accountants, 1790 Broadway at 58th St., New 
York, New York 

Springer, D. W., 1202 National Press Building, 
Washington, D.C. 

Sproul, Alexander Hugh, State Normal School, 
Salem, Massachusetts 

Staehling, C. C., 119 South Hall, University of 
California, Berkeley, California 

Stanley, W. H., 2404 Union Central Building, Cin- 
cinnati, Ohio 

Stevenson, Russell A., School of Business Adminis- 
tration, University of Minnesota, Minneapolis, 
Minnesota 

Stewart, Harry M., Kansas State Agricultural 
College, Manhattan, Kansas 

Stewart, William Martin, 1041 Pleasant Street, Oak 
Park, Illinois 

Stone, Albert B., 4881 Greenway Avenue, Detroit, 
Michigan 

Storli, Victor E., Fresno State College, Fresno, 
California 

*Stout, W. H., 424 Commerce Building, Urbana, 
Illinois 

*Streng, Walter E., 3570 Outlook Avenue, Hyde 
Park, Cincinnati, Ohio 

Strickler, Howard K., 1073 Montgomery Avenue, 
Narberth, Pennsylvania 

Strittar, John J., 167 Maplewood Road, Riverside, 
Illinois 

Studebaker, Mark E., Ball Teachers College, 
Muncie, Indiana 

Sublette, Myrick H., 904 West Illinois, Urbana, 
Illinois 

Sunley, W. T., 3411 South Michigan Avenue, Chi- 
cago, Illinois 

Sweeney, Henry W., Furnald Hall, Columbia Uni- 
versity, New York, New York 

Sweet, Homer N., 80 Federal St., Boston, Massa- 
chusetts 


Taggart, Herbert F., 1019 Granger Avenue, Ann 
Arbor, Michigan 

Taggart, Joseph H., 45 Emerson Street, Wakefield, 
Massachusetts 

Takahashi, Ichitaro, 58 Funamachi, Yotsuyaku, 
Tokyo, Japan 
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a direct laborer constitutes part of the 
real cost of production and the compensa- 
tion which he receives for these services of 
efforts should constitute part of the ex- 
penses of production, the supply price. 
However, wages of management should be 
defined, for it is at this point that cost 
and profit must be distinguished. Wages 
of management termed “minimum profits” 
are those necessary to induce the entre- 
preneur to continue his productive work. 
In many cases they can be roughly meas- 
ured by the salary which the entrepreneur 
could get by working for someone else or 
theoretically they are the compensation of 
the marginal producer. 

The diagram shown above attempts to 
summarize the nature of economic money 
cost of production as well as the influence 
which it exerts upon price and its relation 
thereto. Money cost of production con- 
sists of the payments for services rendered 
by the functional factors, wages of labor, 
interest of capital, normal profit or wages 
of management. Price is determined by 
the forces of supply and demand mutually 
the intensity of demand affecting the 
abundance of supply and the abundance of 
supply affecting the intensity of demand. 
Money cost of production, however, is on 
the supply side, and if at any time price 
of exchange falls below supply price the 
size of the money costs necessitates a de- 
crease in production which in turn stimu- 
lates demand, the result being an increase in 
price. When a margin of profit shows be- 
tween supply price and exchange price pro- 
duction is encouraged, supply increased, 
demand decreased, and exchange price 
forced toward the supply price. Economic 
money cost of production as a price deter- 
minant exerts a force upon the supply side. 
It is a barrier below which price cannot 
fall for long without curtailing production, 
and bring about the resultant actions of 
supply and demand. 


II 


The attempt has been made to demon- 
strate the economist’s point of view of cost 


and to show that he conceives of production 
as being carried forward by the functional 
factors of labor, capital, and the entre- 
preneur, the efforts of all being applied to 
land. Actually in the modern world of 
economic endeavor production is carried 
forward not by labor working shoulder to 
shoulder as a class, not by capitalists hand 
in hand as a group, each factor striving to 
produce the commodity which will satisfy 
the desires of ultimate consumers, but by a 
myriad of productive units (businesses) 
each of which is a cross section reduced 
to minute dimensions of the economist’s 
concept of production. Each productive 
unit combines the elements of labor, capital, 
and the entrepreneur, and in each the serv- 
ice of these functional factors is applied 
to gifts of nature or to the embodied serv- 
ices of other productive units. 

In any particular case the clarity of dis- 
tinction between the factors of production 
may vary with the enterprise. The modern 
industrial and commercial structure is 
made up of productive units varying in size 
and composition from the individual who 
sells newspapers on a street corner to the 
multimillion dollar corporate body. The 
newsboy, although he is probably uncon- 
scious of the fact, embodies the function 
of labor, capital, and entrepreneur, but it 
is as owner that he directs his interest 
to the operation of his business. Likewise 
the possessor of a share of common stock 
thinks of himself, not as capitalist to the 
extent that he has advanced capital, nor 
as entrepreneur to the extent that he has 
accepted risk, but rather he thinks of him- 
self as owner, and it is in that direction 
that his interest in the business is focussed. 

The literature of economics and account- 
ing frequently refers to the entrepreneur’s 
point of view. However, it is felt that it 
is the point of view of the owner of a pro- 
ductive unit which is significant for pur- 
poses of this discussion, regardless of 
whether the owner embodies one or all of 
the functional factors of production. 

Generally speaking, business transac- 
tions today consist of the purchase, con- 
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version, and sale of commodities and serv- 
ices, and the function of business is that of 
adding utility to commodities and services, 
whether time, place, or form utility. To 
the extent that the owner of a business is 
unable alone to bring his business to per- 
form its function, he must purchase for 
money the services, either actual or em- 
bodied, of other individuals. It is his inten- 
tion, when the function of his business has 
been performed and a quantity of com- 
modities possessing time, place, or form 
utility is in his possession, that these com- 
modities will be exchanged for sums of 
money in excess of those sums which he has 
expended to purchase the services of others. 
This excess is compensation for his services 
whether they have been given as laborer, 
capitalist, or entrepreneur, and constitutes 
what Professor Irving Fisher terms implicit 
wages: “Implicit wages are the earnings of 
a person who does not sell his services but 
enjoys them himself.” The sums of money 
which the owner has laid out to purchase 
services he terms his cost. 

Men invest in business primarily for 
profit, and hence the owner of a business 
considers all outlays of money which he 
has made for the purchase of services and 
commodities as a means to an end, as the 
cost of producing a quantity of income. 
If it were conceivably possible that a busi- 
ness man might purchase a productive unit, 
complete with all services necessary for 
production, which would operate for twen- 
ty or fifty or one hundred years to a day 
and then disintegrate in all parts simul- 
taneously after steadily producing sale- 
able commodities for the specified length of 
time, the profit would emerge as the differ- 
ence between the original outlay of money 
in the purchase of the productive unit and 
the total dollars received in exchange for 
the commodities sold. 

However, businesses are not like the 
“wonderful one hoss shay.” Services and 
commodities are not of uniform length of 
life. The service of a laborer expires in- 
stantaneously as such, although there may 
remain a tangible evidence of the service; 
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but the service of a building may be pro- 
longed to fifty years. Because productive 
units are of a permanent nature, these ex- 
piring services must be constantly replaced 
if production is to go forward. Other- 
wise the life of a business would be no 
greater than the span of the shortest-lived 
service which plays an integral part in its 
operation. If the owner of a productive 
unit arbitrarily sets a date for the termina- 
tion of the life of his business, there would 
be at that date unconsumed productive 
services in his possession with which he 
would have to dispose without converting 
them into the commodity which he had been 
producing for sale. In such a case the 
owner had, during the life of the business, 
made outlay of cash for the purchase of 
services, actual or embodied. These out- 
lays, less the amounts realized from the 
sale of productive services unconsumed at 
the end of the span of the business, would 
constitute the owner’s cost. His profit 
would be the difference between his cost and 
the proceeds of the sales of commodities 
over the life of the business. 

However, neither of the conditions out- 
lined above is a description of the situation 
as it exists in the economic structure. 
Man has divided the flow of time into years. 
The business man reckons his cost, and 
consequently his profit, at the end of each 
fiscal year for that particular year. Be- 
cause, as has been shown, certain of the 
purchased productive services such as ma- 
chinery, buildings, etc., will be only par- 
tially consumed at the end of any year, he 
must recognize the theory of periodicity 
in this computation and count as cost of 
the period only the part of those services 
which has expired. 

For the owner of a productive unit, cost 
is distinct from that of the economist. The 
former’s cost consists only of payments 
made for the purchase of productive serv- 
ices by the individual owner instead of be- 
ing, as the economist conceives of it, the 
sum total of all payments, by whomever 
made, for services rendered production. 
And it is identified with a period of time 
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instead of with a quantum of product as in 
the economic concept. 

Price, which is the determinant of the 
proceeds of the sales of the owner’s com- 
modities in any particular case, is deter- 
mined by forces for the most part beyond 
his control; but within certain limits he 
has control over his costs. It is from the 
margin which exists between price and cost 
that the owner is compensated for his serv- 
ice. His interest in cost, therefore, is two- 
fold. It is his desire to force his cost as 
far below selling price as he is able in order 
that the margin of profit may be corre- 
spondingly large. In order to control cost 
he or his agencies of management must have 
a knowledge of costs which can be of assist- 
ance in the future. In the second place, 
after costs have been incurred for the 
period, the owner desires to know to what 
extent, if at all, his sales have exceeded his 
costs in order that he may know how much 
he may claim as profit without withdraw- 
ing and impairing his originally invested 
capital. 

Here then is the crux of the matter from 
the standpoint of accounting. “Account- 
ing is based upon a scheme which is designed 
to show earnings or losses as a residuum, a 
difference positive or negative as the case 
may be between cost and selling price.” 

It is for that specialized methodology 
termed cost accounting to supply manage- 
ment with such information as will enable 
it to control cost. However, the primary 
consideration here is not factory cost ac- 
counting practices but the accounting con- 
cept of cost in so far as it is employed in 
profit determination. 

The owner has purchased for money, 
types of productive services which are as 
different in nature as the services of a sales- 
man and the services of the building which 
houses the business. Fundamentally these 
services are identical; their difference lies in 
the space of time in which they are realized, 
a difference in degree, not in kind. The 
fact is that these services have been pur- 


*W. A. Paton—Accounting, p. 184. 
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chased expressly for the manufacture and 
sale of a commodity. If strict, non-peri- 
odic theory were followed, every item pur- 
chased would be set up as an asset, then 
written off as an expense all at once when it 
became evident that its value had expired or 
been used up. It is in the process of pro- 
duction that the money valuation of pro- 
ductive services expires and is consumed. 
The accountant assumes that as these serv- 
ices are used up, the money valuation placed 
upon them at the time of their purchase 
leaves them and passes over into the prod- 
uct, and adheres to it so that, as a 
finished commodity, its value is the sum of 
all productive services expended upon it. 
In other words, the cost of the productive 
services used in its construction is relayed 
intact to the product. Accordingly cost 
produces a valuation for purposes of 
record. 

This may not be a valid assumption re- 
garding the real nature of value from the 
viewpoint of the economist. Note the limi- 
tation in this quotation from the economist, 
Jevons, cited above (part I page II). But 
for management purposes, in order that 
costs may be recorded, traced, and reck- 
oned, it is a necessary assumption of ac- 
counting that cost gives a valuation of 
outlays converted into productive services. 

It is seen that if the expiring productive 
services are assumed to find lodging in the 
product, scrutiny of the business unit at 
any moment would reveal the fact that 
certain productive services remain partially 
unconsumed, that others are embodied in 
partially finished or completely finished 
saleable commodities, and that others have 
passed from the business entirely in the 
form of finished goods which have been sold. 
In accordance with accounting procedure 
conforming with the theory of periodicity, 
the business unit is not scrutinized at any 
random moment but at regularly stated in- 
tervals, usually at the end of each fiscal 
year. From the viewpoint of the owner the 
primary purpose of this periodical scrutiny 
in probably the determination of compar- 
ative costs and profits; the fact that uncon- 
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sumed items are remaining is quite inciden- 
tal to the primary computation. In other 
words, the owner is primarily interested in 
those productive services which have left 
the business, not in those remaining.” 

Cost of production and expense may be 
described as those productive services which 
have expired in the creation of a quantity 
of saleable commodities and those services 
which have expired in facilitating selling 
and administration. That portion of those 
services which expired in production and 
have left the business embodied in finished 
product sold is known in accounting ter- 
minology as cost of goods sold. The clas- 
sification known as expense will be examin2d 
presently. 

At any moment there will be in the pos- 
session of a business, (1) productive serv- 
ices partially consumed or embodied in 
quantities of product partially or entirely 
finished, and (2) a fund of potential pur- 
chasing power. These are known as assets 
in accounting terminology. It is within 
the first grouping that productive services 
embodied in the product will fall. These 
items are termed inventories, and as they 
pass from the business, they will constitute 
a cost of producing the revenues from sales. 
As inventories they are the embodied result 
of many costs incurred in their production. 

The partially consumed productive serv- 
ices are prolonged services of varying 
spans of life, but in so far as they will 
eventually be consumed in production, they 
constitute costs incurred by the owner of 
the productive unit, and as they are con- 
sumed through use they will become costs 
of producing a quantity of inventory, and 
hence costs of producing a quantum of 
revenue from sales. Because of the nature 
of such long-lived items as machinery, build- 
ings, ete. (items which might be sold as such 
without conversion into product) they are 


*“The accountant conceives of the capital ob- 
tained by the entrepreneur (owner) as flowing off 
into two separate streams: (1) current expenses 
and costs of production, and (2) fixed investments.” 
(Kemper Simpson—Economics for the Accountant, 


p. 86 
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not thought of as costs but as fixed assets 
or, as Simpson says, “fixed investments.” 
However, looking to the future at any par- 
ticular instant of time, they constitute pre- 
paid costs of producing future revenue. 

Modern productive units may be gener- 
ally classified as merchandising or trading, 
and manufacturing. Every trading con- 
cern has for its function the acquisition 
of goods at a price which has in contem- 
plation sale at a greater price. The differ- 
ence between the trading and the manu- 
facturing concern lies in the fact that the 
former purchases saleable commodities 
from other productive units whereas the 
latter manufactures the goods which it pro- 
poses to sell.* 

The operation of any business as a unit 
requires that productive services be pur- 
chased for each of the functional depart- 
ments of production, selling, and adminis- 
tration. The productive services which 
expire in the production department are 
conceived as finding lodging in the product 
which has materialized there. Ultimately 
they are applied against revenue from sales 
when the product is sold. However, those 
productive services which expire in the dis- 
tribution and administration departments 
are treated differently. They are charged 
off against sales income for the period in 
which they were incurred instead of being 
added to the cost of the product manu- 
factured during the period. In other 
words, the productive services which are 
incurred in the selling and administrative 
departments are not considered as adhering 
to the product, but are thought of as ex- 
piring incidental to the operation of those 
functional divisions during a period of time. 
Thus expirations in the expense classifi- 
cation are identified with a period of time 


*“In principle, every commodity that the sales 
organization receives for sale has been purchased 
in the open market or at the factory owned by the 
concern. Therefore, the doctrines which prevail 
for the establishment of the group cost of goods 
sold will be identical for the merchant who pur 
chases and for the manufacturer who manufactures 
and sells.” (Paul Joseph Esquerre—Accounting, 
48.) 
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and not with a quantity of product. They 
may be thought of as payments which 
facilitate production and selling, rather 
than as payments which contribute di- 
rectly (or add form utility) in the con- 
struction of a valuable product. 

Since all payments made for the purchase 
of services which have left the business 
constitute the cost of producing a profit, 
the division which the accountant makes by 
labelling certain items “cost” and certain 
other items “expense” becomes a matter of 
technical terminology. From the owner’s 
point of view, the costs of the period are 
made up of all purchased services expired; 
but the accountant for analytical purposes 
has designated as “cost” those expiring 
services which are embodied in product 
sold, and as “expense,” those which are not 
considered as adhering thereto. 

If diagrams were to be constructed to 
illustrate these distinctions, cash would be 
displayed as being invested in (1) inven- 
tories of saleable commodities either by di- 
rect purchase thereof, for a trading con- 
cern, or through conversion of purchased 
productive services, for a manufacturing 
concern, and (2) in short-lived productive 
services which facilitate selling and admin- 
istration. As inventories are sold their cost 
becomes “cost of goods sold,” and as pro- 
ductive services expire in selling and ad- 
ministration within a fiscal period “ex- 
pense” results. The total dollars received 
from sales represent costs and expenses re- 
covered plus profit or effective compensa- 
tion realized by the owner. 

W. B. Castenholz has raised a dissent- 
ing voice in regard to the accounting treat- 
ment of distribution expenses. In essence 
his contention is that the two fundamental 
divisions of a business are production and 
distribution, all other nominal divisions 
such as administration, personnel, financ- 
ing, etc., existing only for the purpose of 
facilitating the operation of the funda- 
mental functions. All of the expirations 


of facilitating services in the depart- 
ments which are adjuncts of production 
and selling should be considered as expiring 
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for their benefit, and should be added to the 
expirations of productive services im- 
mediately within these primary depart- 
ments. All purchased services which expire 
within the business are therefore considered 
as adding value to a particular quantity 
of goods—the expiration within the pro- 
duction department at the time of manufac- 
ture and the expirations within the selling 
department, at the moment of sale. Cas- 
tenholz, therefore, advocates that only 
those productive services which have ex- 
pired and attached to a quantity of pro- 
duct, either in production or at the instant 
of sale, be deducted from the proceeds of 
sales as the goods are sold. ‘Thus any 
services applicable to commodities which 
will subsequently be sold would remain in 
the business until the moment of such a sale. 
In brief, Mr. Castenholz is attempting to 
identify selling, administrative, and inci- 
dental costs with a quantity of product. 

It may be reiterated that the economic 
concern with cost arises out of the desire 
to explain price, and thus the economist’s 
concept of cost is secondary to his concept 
of price. Accounting, however, is con- 
cerned with the effective return to the in- 
dividual owner, and this is the resultant of 
costs and prices as associated within an in- 
dividual business unit. Of these two, cost 
is the more important from the individual’s 
point of view, for he has some measure of 
control over it if he has sufficient knowledge 
of its details. In fact, the very essence of 
accounting’s function is tracing costs 
through the complex processes related to 
production and sale. Incidental to this 
operation, accounting must find the “in- 
ventoriable point” in costs—that point at 
which the product may be valued according 
to the completeness of its form utility and 
beyond which the addition of costs (i.e., ex- 
penses) should not go until the moment of 
sale. Accounting, therefore, is interested 
in showing total outlay separated into 
“costs” and “expenses”; economics, how- 
ever, considers as “expenses of produc- 
tion” all outlays necessary to bring a pro- 
duct to the consumer. 
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ON THE MEANING OF “CAPITAL” 


Cuive F. DunHAm 


states (as Delaware, Ohio, Idaho) 

permit an original investment of as- 
sets to be divided, as to the credit entry, 
between “capital” and “surplus,” the ques- 
tion may be raised as to whether a concept 
of capital is to be built about “an origi- 
nally contributed sum” or about “an arbi- 
trarily designated sum.” Some more or 
less random thoughts on this issue are given 
in the paragraphs which follow; perhaps 
they may stimulate other contributors to 
discuss the matter more completely. 

The earliest corporations were very much 
like partnerships. The number of persons 
having ownership rights was limited, but 
each owner’s liability was unlimited. With 
the appearance of limited liability the 
amount of each owner’s capital had to 
be fixed. The natural amount to use was 
the amount contributed. This is the 
amount of capital in a partnership, allow- 
ance being made for earnings and with- 
drawals. 

Par value was merely a convenience. It 
is more convenient to express the amount 
contributed in multiples of a common de- 
nominator than in terms of the dollars con- 
tributed as in a partnership. Originally 
par and the amount contributed were the 
same thing. But conditions changed and 
the two amounts drifted apart. The pros- 
pective stockholder came to be more of an 
investor than a managing owner. He 
looked on the stock as an investment which 
might be worth more or less to him as a 
source of income, and consequently was 
willing to pay more or less than par ac- 
cording to the circumstances. In many 
cases those who promote the corporation 
contribute services which would seem dif- 
ficult to reduce to monetary terms and they 
therefore often receive stock. The dif- 
ference between the sum contributed and 
par in such cases may be quite large. Un- 
der such conditions the notion of a share 
of stock as nothing more than an evidence 
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of the amount contributed may be inade- 
quate. 

One aspect of capital stock is that it is 
an aliquot share in profits and residual 
ownership rights; a second aspect is that 
it represents the amount contributed. In 
the issuance of stock today, the financier 
considers both aspects, giving perhaps more 
weight to the former than the latter. In 
the early days this was unnecessary be- 
cause the owner’s equities of all types were 
proportionate to his contributions. 

Both aspects of capital stock could be 
given adequate recognition by means of 
par value stock, if discounts thereon and 
premiums were considered unobjectionable, 
for if these be inseparable from the par ac- 
count, the three elements together would be 
the sum actually contributed. The diffi- 
culty is that corporation law makes it in- 
advisable openly to treat par value, ad- 
justed by premiums and discounts, as the 
capital. To the law capital is par where 
such exists and stated value in many cases 
where no par stock is issued. 

The legal definition of capital is the 
natural outcome of the kind of problems 
presented in litigation. One argument 
showing the derivation of the lawyer’s defi- 
nition is as follows. Capital marks the 
limit of the liability of the stockholders 
to the creditors. The creditors cannot rely 
on the private assets of the stockholders. 
In return for this limitation of liability, 
the stockholders are bound in justice to 
invest and protect against dividends a fund 
of assets equal to the announced capital 
of the corporation. These rights and du- 
ties, according to one view of the mat- 
ter, are implied by law, as stipulations in 
the contract presumed to run between the 
corporation and the creditor at the time 
credit is extended. According to another 
view it is the charter itself which implies 
this obligation. In either case it is as- 
sumed that the creditor issues credit in re- 
liance upon the implied promise that the 
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On the Meaning of “Capital” 


capital will be maintained as against divi- 

dends. The courts have decided that the 
specific sum (par or stated value) on which 

the creditor relies is the designated capital. 

This seems logical as it assumes that the 

creditor will be more likely to know the 
ar value minus discount and premium. 

Probably the advantages of the one sum 
over the other in this respect are not very 
great. The essential thing is that the credi- 
tor is to have stated to him an amount 
which he can rely upon to be retained un- 
impaired by dividends. The theory is that 
it makes little difference what amount this 
is; he can refuse the loan if it is not suffi- 
cient. If he extends credit he has impliedly 
agreed to accept the capital that must be 
maintained for his protection as the amount 
stated to him in the debtor’s balance sheet. 

The statutes and courts stressed the 
necessity for an investment of at least the 
par value of the stock; promoters found 
difficulty in marketing all types of shares 
in all types of corporations at a price 
equal to par; hence par became in many 
cases a fiction as far as being a true repre- 
sentation of the sum contributed was con- 
cerned. Stock with no par value was ex- 
pected to remedy the situation since it 
made easy and natural the creation of a 
capital account which would reflect noth- 
ing but the actual contribution whatever 
it might be. 

But the purposes for which no par stock 
was introduced have not been uniformly 
achieved. Some of the states permit the 
segregation of the amount contributed into 
an arbitrarily designated sum—stated 
value—and a surplus amount which, pre- 
sumably, is available for dividends. This, 
of course, seems to follow consistently from 
the courts’ doctrine that capital is the 
amount earmarked as such for the protec- 
tion of creditors. Yet stated value goes a 
long way beyond par value. The “trust 
fund” doctrine of capital stock is essen- 
tially no more than a statement of the prin- 
ciple that upon liquidation the creditor 
comes first in the distribution of assets. 
He is justly entitled to everything that the 
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stockholders put in if necessary to satisfy 
his claims. The most reasonable amount 
to which to limit him is the actual amount 
contributed, no more and no less. If the 
courts permit initial surplus, they will in 
effect be accepting as a satisfactory mar- 
gin for the protection of creditors under 
limited liability of stockholders a sum which 
may be far below the fund of capital ac- 
tually contributed. Par stock was much 
nearer to the contributed sum concept than 
this kind of a decision would place on no 
par value stock. The fact that a statute 
permits or requires the use of a stated value 
should not necessarily mean that that sum 
should be used arbitrarily to designate 
“capital stock.” 

The chief reason for desiring to hold fast 
to the old concept of capital stock as the 
sum contributed, is the economic one of de- 
siring to maintain a productive instrument 
unimpaired. Economically the whole con- 
tribution should be retained in order to 
insure that the continuance of the business 
as a going concern will not fail for the 
reason that parts necessary to the func- 
tioning of the going concern have been 
withdrawn through dividends declared out 
of initial surplus. That the entire amount 
contributed must be maintained is a conse- 
quence of the divorce of management and 
ownership. Inthe partnership, where man- 
agement and ownership are of necessity in 
the same persons, capital may be withdrawn 
as the owners desire. They know whether 
the efficiency of the business will be main- 
tained or not, and they can be expected to 
look out for their own best interests. But 
the situation is different in the corporation. 
The stockholders (largely absentee) need 
to be protected by making it impossible 
for management to impair the business ma- 
chine by dividends out of capital. The 
managements best interest is served also by 
maintaining the capital for it is by man- 
agement’s effective use of capital that its 
own efficiency is to be judged. 

One of the chief reasons that a stated 
value is used to indicate the amount of 
“capital stock” is that it increases the de- 
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gree to which the corporation “trades on 
the equity.” A sum sufficient to get the 
business going may be contributed and di- 
vided into capital and surplus. Later when 
the business is in full operation the amount 
designated as surplus may be withdrawn 
and replaced by borrowed capital. The 
wisdom of this procedure depends upon 
the ability to maintain the entire amount 
of the borrowings—not just the borrowings 
to replace the contributed capital (sur- 
plus) now disbursed. Stockholders who 
have become absentee profit recipients 
rather than associates in management 
would seem to be in a stronger position if 
the power to countenance such a procedure 
were denied the directors. One’s notions of 
surplus are of course determined by one’s 
notions of capital. Thus the amount con- 
tributed in excess of stated value is surplus 
if stated value is capital. 

The custom of promoters is often to 
capitalize net earnings and to issue stock 
to the extent of the capitalized earnings. 
Since value is the summation of earning 
power the value of the assets of a corpora- 
tion is also the amount determined by capi- 
talizing the earnings. Thus services and 
the skill contributed by the promoters are 
given a value measured by the difference 
between assets contributed and the par of 
the stock issued. Discount on stock fol- 
lowing such a line of reasoning becomes 
equivalent to so-called goodwill. Such a 
line of argument may seem at first to of- 
fer an economic justification for calling 
the par value of stock issued the “capital” 
and thus justify an “arbitrarily designated 
sum” as the capital concept. The objec- 
tion is the indeterminateness of the “value” 


of the promoter’s services. Until realized 
from the market through the sale of the 
company’s product these services are hard- 
ly capable of expression in terms of 
money. The ownership rights issued in 
return for such services may well be in 
excess of any sum contributed. But that 
does not justify changing one’s concept of 
capital from the sum contributed to the 
sum arrived at by the use of an arbitrary 
figure. 

Would it not be possible for promotors 
to be compensated in some way? Instead 
of regular shares of stock which take their 
place in the capital structure of the cor- 
poration and thus exercise an influence up- 
on the valuation of the assets on 
the opposite side of the balance sheet, per- 
haps promoters could be compensated by 
giving them some other form of interest in 
the future success of the enterprise—per- 
haps some type of contingent liability could 
be devised. This would relieve the capital 
structure of stock designed to “capitalize 
the future” and would lay the future bur- 
den where it really belongs, that is, upon 
future earnings, when and if realized in 
the expected amounts. 

“Capital” then would be measured by the 
sum of: 


1—criginal contribution 

2—retained profits dedicated to capital 
purposes 

3—revaluation increments, if any. 
A footnote to this section of the balance 
sheet might add: 

Contingent liability of $...... on pro- 
moters script, payable when and if net earn- 
ings amount to $....... 
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FACTORY PRODUCTION UNDER 
BUDGETARY CONTROL’ 


A. P. R. Drucker 


partment have been investigated, 

revised, and approved, the budget- 
expert can take up the study of the pro- 
duction department. ‘The sales estimate 
has already set a goal for production for 
the period. This estimate includes not only 
the amount of the sales, but also the num- 
ber of units which the department expects 
to sell during the coming period. Thus 
the sales estimate has provided the first im- 
portant factor for the production depart- 
ment. 

The production department will now 
have to institute a budget program for the 
period. The chief problem will be to pro- 
duce the goods in time for their sale. In 
order that this may be done, or that pro- 
duction and sales demand may be co-ordin- 
ated, an inventory record of the finished 
goods must be kept. These records will 
include a control over the minimum and 
maximum amounts of inventory which 
should be on hand. In addition, they will 
carry notations as to the amount to be 
ordered when the inventory of goods is at 
its minimum. It may be that the product 
is a seasonal commodity the volume of sales 
being greater at one time of the year than 
at another. The production department 
may consider it best to follow the lead of 
the sales department by manufacturing the 
product for the seasonal demand and shut- 
ting down until production again becomes 
necessary. This is the practice in many 
industries. However, there are certain ob- 
jections to this procedure. 

In the first place, the practice of work- 
ing at a high pitch for a few months of the 
year is not the best way of using plant and 
machinery. The latter depreciates more 
rapidly under the strain of concentrated 


‘ FTER THE ESTIMATEs of the sales de- 


* This is the second article of a series on Budget- 


production than production distributed 
evenly throughout the year. 

Second, it is often more economical to 
buy raw materials when the season is over 
and the demand less. 

Third, it is well known that men do bet- 
ter work when operations are regular than 
when they are forced to turn out rush 
orders. In addition, workers, habituated to 
the factory, are more efficient than stran- 
gers recruited for the busy season. 

It is, furthermore, better from a social 
point of view to employ men on a full-time 
basis. 

On the other hand, there are arguments 
for closing the factory during the dull sea- 
son. From the standpoint of the owners, 
there is the advantage of being able to en- 
joy a long vacation after a busy season. 
In addition, the problem of carrying an 
inventory from one season to another is 
somewhat diminished. These arguments 
are somewhat superficial, however, com- 
pared to the socially and economically 
sound reasons for production not subject 
to the fluctuation of the sales. 

Determining the cost of production and 
considering cost saving devices is another 
important function of the budget-expert. 
Inasmuch as cost of production is made 
up of three factors, namely: raw material, 
labor, and manufacturing expense, a de- 
tailed study of each of these items will be 
necessary to arrive at an estimate of the 
cost of the goods produced. The analysis 
of these items will indicate what improve- 
ments may be made to enhance production 
efficiency. 


RAW MATERIAL STANDARDS 

The accounting department will present 
an itemized statement of the cost of raw 
material in the past. The statement of the 
purchasing department contains the cost 
of the raw material per unit of production 
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and the kind and quality used. It will de- 
volve upon the production department un- 
der the guidance of the budget-expert to 
find out the quality of material best fitted 
for product. The past records of the ac- 
counting department or statistical depart- 
ment will show also the amount of raw ma- 
terial used in a unit of production. From 
these data the cost of the raw material for 
production can easily be found. 

As it is necessary to have a sufficient 
amount of raw materials on hand to fill 
requisitions, a control for purchases of raw 
material is essential. A perpetual inven- 
tory record will serve this purpose. It 
will show the amount of goods bought dur- 
ing the period, the amount requisitioned, 
and the amount on hand at the end of the 
period. In addition, the record will give 
directions as to the amount that may be 
economically ordered at one time. 

The factors which should be considered 
by the purchasing department in placing 
orders for raw material are: a) The method 
of financing the purchases; b) the saving 
on freight rates when purchases are made 
in large amounts; c) purchasing power; 
d) the loss due to deterioration of the 
goods. These data, combined with that ob- 
tained from the accounting and the statis- 
tical department, should provide the budg- 
eteer with sufficient information for set- 
ting up standards for raw material. 


LABOR STANDARDS 

The budget expert must now obtain the 
data he needs for determining labor cost. 
He has several sources at his disposal. 
From the personnel department, he will get 
information as to the type of workers need- 
ed for the production of the goods. 
The statistical department will provide 
data on the cost of every class of employee 
per hour and per production unit. With 


this information he will be in a better posi- 
tion to determine the adjustment necessary 
for greater efficiency. An important con- 
sideration in this connection is the require- 
ments of the workers. <A study of the situ- 
ation may be based on the following points: 
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a) In order to be efficient in their work, 
the workers must receive a living wage, 
based upon the American standard of liy- 
ing. 

b) As labor is one of the factors in in- 
dustry, the workers should be provided for 
in a manner similar to the provision made 
for capital assets. The investor in an in- 
dustry receives interest on his capital, and 
this interest represents an increase in the 
original investment, the latter being kept 
intact, while the interest represents income, 
If some portion of the capital is invested 
in buildings, machinery, or equipment— 
items which depreciate, a reserve for de- 
preciation is set up, in order that the origi- 
nal investment in these items may be main- 
tained. This principle does not apply to 
labor at present. And yet the worker too 
depreciates continuously from age and use. 
If the codperation and loyalty of the 
worker is to be secured, his depreciation 
too must be provided for. In other words, 
the industry must pay him not only a liv- 
ing wage, but it must set up a reserve in 
the form of an old-age pension and a sick- 
ness insurance. 

c) In order that the workers may be 
convinced that they are getting a “square 
deal,” rates should be arranged under the 
supervision of a commission composed of 
representatives of employers and em- 
ployees. 

A committee appointed by this commis- 
sion will find no difficulty in introducing the 
desirable features of scientific management. 
It will arrange a department which will 
supervise the entire process of production. 
The functions of such a department are to 
maintain uninterrupted operation in the 
plant as far as machinery, processes, and 
workers are concerned. As a rule it has 
charge also of routing and scheduling the 
work. 

Another feature of good management is 
time and motion study for the workers. 
This eliminates a great deal of waste in 
labor. The setting up of a task and the 
standard of work will follow in logical or- 
der. The rate of wages for standard work. 
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Factory Production Under Budgetary Control 


and the pay above and below standard will 
likewise be a matter of mutual agreement 
between the representatives of labor and 
capital, and will be based on principles 
such as the following: 

a) The workers in the industry should 
be divided into groups depending on the 
nature of their work. 

b) A wage rate, should be determined for 
each group. 

c) A definite amount of work will be ex- 
pected of each group per day. On the 
basis of this work a standard wage will be 
paid. If the group accomplishes more, 
however, due to its own efforts, it should 
receive 75 per cent of the gain in the form 
of additional pay. On the other hand, a 
fine should be levied on the group doing less 
than the set task. 

With the cost of labor per unit of pro- 
duction established and the amount of pro- 
duction set up by the budget, it is merely 
a matter of arithmetic to ascertain the cost 
of labor during the next budget period. 


MANUFACTURING EXPENSES 


Probably the greatest service which the 
expert can render industry will be a pro- 
vision for an effective control and treat- 
ment of manufacturing expense. Items in- 
cluded under this head are certainly the 
most neglected of factory expenses. They 
belong to many different sources and have 
no relation to one another except by the 
fact that they are all considered manufac- 
turing expenses. These items come from 
various departments: supplies from the 
purchasing department; indirect labor 
from the personnel department; power, 
heat, and light expense come from the 
power house or the engineering department ; 
repairs and maintenance of machinery and 
equipment come from the production de- 
partment; rent and interest from the fi- 
nance department; and depreciation from 
the accounting department. 

Because these items are indirect expenses 
their significance is overlooked. They are 
less easily correlated to production than 
are direct expenses. Generally speaking, 


manufacturing expenses do not vary in pro- 
portion to the changes in production. There 
are some items in this group which remain 
constant regardless of the amount of pro- 
duction. These are designated as fixed 
items of expense. On the other hand, there 
are items that vary with the variation in 
production and are accordingly designated 
as variable items of expense. The correct- 
ness of certain expense items can not be 
verified. For example, there is no check 
on the amount of depreciation which is 
taken. Often there is no scientific check 
on salaries. Even where there is a person- 
nel department, the salaries are not under 
its control because the heads of various de- 
partments generally fix their own salaries 
and that of their assistants. 

Thus, there is more need for standardiza- 
tion of methods in dealing with manufac- 
turing expenses than with other factors of 
production. The expert should therefore 
concentrate on this factor. He should set 
up a standard of efficiency for fixed, semi- 
fixed, and variable factors. Depreciation, 
repairs, renewals, and salaries should be 
placed on a scientific basis. Small tools 
should be accounted for, indirect material 
should have the same control as direct ma- 
terials, and experimental work as well as 
spoiled work should be carefully watched. 

The budget expert should moreover es- 
tablish a scientific basis for the distribution 
of the cost of manufacturing expenses over 
production, the method of distribution, of 
course, depending on the type of commod- 
ity manufactured, the kind of machinery 
and equipment used, and even the kind of 
personnel employed. In certain industries 
labor-hour is the best basis for distributing 
overhead charges; in others the amount of 
production furnishes a good basis for allo- 
cating manufacturing expenses. In still 
other factories machine-hour provides the 
most satisfactory basis for the distribution 
of overhead cost. 

The question of correlating the idle time 
of the plant is one that requires careful 
study at the hands of the budget-expert. 
In this regard also no absolute rule can be 
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laid down. It again depends on the com- 
modity manufactured, the competition in 
the field, and the condition of the market. 
If competition is strong it may be advis- 
able to charge idle time to profit and 
loss; otherwise it is best charged to pro- 
duction. 

Then there is the question of the basis 
for standardization. Should the standard 
be based on normal production or on the 
estimated (budget) production for the next 
period? While there are valid reasons for 
the contention that normal should be the 
basis for standardization, nevertheless, the 
majority of accountants are of the opinion 
that the budgetary estimate should be used 


as the basis for standardization. The fol- 
lowing reasons are advanced: 

(a) The managers would like to know 
at the beginning of the period what the cost 
of production will amount to if the factory 
produces the amounts estimated by the 
budget. 

(b) They will want to know during the 
budgetary period how the actual cost com- 
pares with the estimated cost. 

The budget-expert will, therefore, be in 
a position not only to introduce the high- 
est possible degree of efficiency, but will 
provide a tool for centralized control, which 
can be used to advantage by the executive 
heads. 
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CORPORATION AUDITING REQUIREMENTS UNDER 
THE GERMAN COMMERCIAL LAW 


Voss 


HE International Congress on Ac- 
MP counting which took place in New 
York in 1929 demonstrated that it 
is extraordinarily difficult to make one- 
self clear internationally about professional 
questions of auditing. This is principally 
due to the fact that very many questions 
are fundamentally conditioned by national 
differences in commercial law which are 
of course not known everywhere else. I 
know, therefore, that my paper at the Con- 
gress on the “Valuation of Capital Assets” 
was not understood throughout because it 
is not generally known that part of the 
German Commercial Law has some far- 
reaching statements about bookkeeping, the 
balance sheet, valuation, and so on. 
Because the legal considerations in re- 
gard to auditing in various countries are 
also quite different, I wish to give a short 
account here of how corporation auditing 
is regulated by German Commercial Law. 
The corporation can be defined accord- 
ing to German Law as follows (Fischer) : 
“The present day corporation is an asso- 
ciation (operating under its own firm name) 
of members who are defined as part owners 
of a statute-authorized total capital (i.e., the 
subdivision of the foundation capital into 
shares) and who may not be called upon for 
more than the definitely fixed sum (limited 
liability) .” 


The essential thing is that the corporation 
possesses a legal personality of its own; 
that it proceeds under its own name; that 
the stockholders are interested in the com- 
pany only through their investments 
(shares) and are liable for the debts of 
the company only in the amount of this 
investment. 

The most important group in the cor- 
poration is the general stockholders’ meet- 
ing (Generalversammlung) ; it rules the 
whole life of the company. Second of im- 


portance is the Board of Directors (Vor- 
stand) which represents the company le- 
gally as well as generally and carries on 
the business within the limits of the 
statutes and decisions made at the stock- 
holders’ meetings. Over the Board of Di- 
rectors is the Supervisory Council (Auf- 
sichtsrat)* which watches the operation of 
the business and gives the board of Direc- 
tors explicit orders for carrying on the 
management. 

This peculiar legal structure of the 
German corporation must be considered 
if one wishes to understand the statutes 
concerning auditing. The German Com- 
mercial Law (Commercial Code of May 10, 
1897, most recent edition of April 10, 
1927) contains: 

1. Statutes concerning the foundation 
audit (Griindungsrevision) of the corpora- 
tion. 

2. Statutes about the current annual 
audit. 

Sections 192-194 of the Code apply to 
the foundation audit. According to these 
regulations the members of the Board of 
Directors and the Board of Managers are 
in all cases obliged to examine into the 
circumstances of the organization of the 
company. This, therefore, is an internal 
audit which is to be performed by various 
units of the company itself. In certain 
cases, however, an external audit by sepa- 
rate expert auditors is prescribed. This 
occurs in the following instances. 

(a) When a member of the Board of 
Directors or of the Supervisory Council 
is also one of the organizers, or 

(b) When a member of the Board of Di- 
rectors or of the Supervisory Council has 


1A joint committee of members trom the works 
council (Betriebsrat) representing the 
and members from the Board of Directors (Vor- 
stand) representing the shareholders. [Editor] 
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reserved for himself a special advantage 
or compensation or loan in the foundation 
of the company or in the preparation for 
it, or 

c) When an investment in the form of 
property is proposed in contrast to an 
investment of cash. 

Even in these instances the members of 
the Supervisory Council and the Board of 
Directors are obligated to examine the 
circumstances of the incorporation. Be- 
sides this, however, a special audit takes 
place by separate auditors who are ap- 
pointed by Chambers of Commerce. The 
law does not stipulate that these special 
auditors have to possess any certain 
personal or professional qualifications. 
Neither does it stipulate that they must be 
professional auditors. In actual practice 
the Chambers of Commerce usually appoint 
as “foundation auditors” individuals who 
are members of the Chamber and who 
are sworn auditors. 

This audit has to include the examination 
of the complete procedure of forming the 
corporation. The accuracy and complete- 
ness of the declarations which are made in 
regard to the subscription and the pay- 
ment of the original capital are especially 
to be examined. Special care is also to 
be taken that the amounts allowed for the 
paid-in or taken-over properties were prop- 
er, and that the declarations in regard 
to the original capital and organization 
expense (Griindungsvergiitung) are cor- 
rect and complete. It should be kept in 
mind that the purpose of these special 
foundation audits is to prevent losses to 
both shareholder and creditor, which grow 
out of dishonorable promotions. 

A written report is to be made concern- 
ing the result of the audit. Anyone may 
examine this report of the auditors. A 
copy of the report is to be handed to the 
Chamber of Commerce. Occasionally in- 
dividual Chambers of Commerce give more 
specific directions for conducting this 
audit of the promotion. 

The regulations in German Commercial 
Law have not as yet reached their goal. 


This is due to the fact that the appoint- 
ment of special auditors is considered 
necessary only in exceptional cases, and 
not upon the formation of every corpora- 
tion. There is a deficiency in the law 
which enables many companies to avoid the 
appointment of special auditors, for ex- 
ample, through the appointment of s0- 
called “straw-men” on the Board of Direc- 
tors, or on the Supervisory Council or 
through a so-called “concealed property 
promotion”. In this latter case a company 
is formed apparently by cash contributions, 
but from the very beginning it is under- 
stood that certain non-cash properties are 
to be considered. In that way a promotion 
involving property contributions is con- 
cealed and dodges the audit which is nec- 
essary when an exchange of property for 
shares is involved. 

We are just now in Germany upon the 
point of reforming our securities laws. 
Demands have come from all sides that the 
new law shall prescribe that all corpora- 
tions must appoint special auditors for all 
promotions. It is to be hoped that these 
demands will be fulfilled. In addition it 
is demanded that promotion auditors ap- 
pointed by the Chambers of Commerce 
shall have definite qualifications. They 
should at least be practical and expert. 
This demand also will without a doubt be 
given consideration in the reform of the 
securities laws. 


II 


In almost all German corporations it is 
at present customary to check up all ac- 
counting statements especially the annual 
balance sheet and profit and loss state- 
ment. This work is done by separate 
auditors or auditing companies. The law, 
however, does not as yet require an audit. 
According to the law at present the Super- 
visory Council as the controlling agent of 
the corporation is required to supervise 
all phases of the business including the 
examination of the financial statements and 
annual closing entries in order to report 
thereon at the general stockholders’ meet- 
ing. The audit function is, therefore, in 
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Auditing Requirements Under German Law 


accordance with the present German law, 
included in the general control function of 
the Supervisory Council. Section 246 of 
the Commercial Code has the following to 
say about this matter: 


“The Supervisory Council is to supervise 
the operation of the business in all of its 
branches and for this purpose is to keep in- 
formed about the progress of its affairs. It 
can at any time demand a report from the 
Board of Directors about these matters, or 
can itself examine the books and papers of 
the company. It can also verify the com- 
pany’s cash securities, or goods at any time. 
It is to test the fina: accounting for the year 
as well as the balance sheet and examine 
the recommendations for the distribution of 
dividends. It is to make a report of these 
matters at the stockholders’ meetings.” 


The appointment of separate auditors is 
according to law necessary only in special 
cases. The law in Sections 266 and 267 
of the Code reads as follows: 


“The stockholders’ meeting can decide by 
a simple majority vote to appoint auditors 
to audit the balance sheet or to audit the cir- 
cumstances of the formation of the company 
or its management. 

If in a stockholders’ meeting a motion to 
appoint auditors to examine a transaction at 
the time of organization or to examine oper- 
ating transactions not older than two years 
has failed to pass, a number of shareholders 
whose combined shares equal one-tenth of the 
invested capital can upon motion demand the 
appointment of auditors through a court 
which is in the same district in which the 
business is situated. 

This proposal can only be made when it 
can be creditably established that at the time 
of the event in question some dishonesty or 
gross violations of the law or of the business 
agreements took place. Those backing the 
proposal must deposit their shares until a 
decision has been reached and must prove that 
they have been owners of these shares for 
at least six months prior to the general stock- 
holders’ meeting. 

Before the appointment of auditors the 
Board of Directors and the Supervisory 
Council are to be heard. The appointment 
can, upon the request of one of these and in 
his discretion be made dependent upon the 
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[appointee’s?] ability to furnish definite se- 
curity. 

The Board of Directors in the cases under 
Section 266, is to allow the auditors to ex- 
amine the books and papers of the company 
and also the cash, securities, and goods as 
well. 

The report of the result of the audit is to 
be handed immediately to the official Regis- 
trar by the auditors and is to be announced 
by the Board of Directors in the call of the 
next general stockholders’ meeting as an item 
for consideration. 

In the case of Section 266, item 2, the gen- 
eral stockholders’ meeting determines whether 
the organization expenses of the company are 
to be accepted. If the court decides against 
the appointment of auditors, or if such a re- 
quest is shown from the results of the exam- 
ination to be unfounded, then the stock- 
holders, upon whom falls the burden of a 
malicious course of action, are collectively 
liable for the debt incurred.” 


According to present law in Germany, 
we do not have the obligatory audit of 
corporations such as is the case of Great 
Britain. 

In the course of time, however, the con- 
viction has been growing everywhere that 
the Supervisory Council is not generally 
in a position to carry on an expert audit 
of the accounts in addition to its other 
duties. One finds, therefore, almost every- 
where independent and expert auditors en- 
trusted with the current annual auditing. 
They make a material examination and re- 
port according to directions either to the 
Board of Directors or the Supervisory 
Council, or the general stockholders’ meet- 
ing. It is to be noted in this case also 
that the Supervisory Council is fundamen- 
tally responsible for the audit. 

The reform of the German corporation 
laws will bring about an essential change 
here also. According to the conception uf 
all interested parties, it is necessary to 
bring about the compulsory auditing of 
corporations by independent and expert 
auditors as in Great Britain. There is no 
doubt that in a very short time Germany 
will have compulsory auditing of corpora- 
tions. 


i 
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ENGLISH PUBLIC UTILITY CONCERNS AND 
STATUTORY RESERVE FUNDS 


P. TaccartT 


laws may be either Joint Stock 

Companies, that is formed under 
the Companies Act, or Statutory Com- 
panies, generally formed under a Private 
Act of Parliament incorporating the 
clauses of the Companies Clauses Act and 
such other Acts as may be applicable; e.g. 
Gas Works Clauses Acts, Water Works 
Clauses Acts, etc. The latter type of Com- 
pany is concerned with the work of a pub- 
lic utility, generally of a monopoly char- 
acter within the confines of a particular 
area. 

In the case of ordinary Companies not 
having public utility characteristics, the 
legislature has tended to leave the Com- 
panies themselves to adjust questions of 
finance as between the Shareholders, on the 
one side, and the Customers, on the other 
side, as normally the field of supply is open 
for the operations of competitors to the 
advantage and protection of the public. 
In the case of Public Utility Concerns, 
however, the same degree of possible com- 
petition is not available, so that the “un- 
dertakers” are not unreasonably restricted 
as to Dividends in the interests of the con- 
sumers who have to pay the tariffs for 
their supply. The mere regulation of 
dividends, however, would not be sufficient 
protection for consumers unless limitations 
were also placed upon the accumulation of 
surplus profits. Reserve Funds therefore 
were permitted in the case of Public Utility 
Concerns only under terms of restriction. 
It should be noted that there is no provision 
for compulsory creation of Reserve Funds 
as such, and apparently even in relation 
to Public Utility Concerns “fixed capital 
may be sunk and lost” under the same con- 
ditions as apply to commercial concerns. 
It should be noted also that Specific Re- 
serves dealing with Replacement and even 
with Contingencies have been created by 
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many Companies, and presumably there is 
little limitation on the creation of Specific 
Reserve Funds other than the limitation 
enforced by a reasonable assessment of 
fact. In the case of Water and Gas Under- 
takings the appropriate Acts limit the 
amount of General Reserve Funds to one- 
tenth of the capitol of the Undertakings, 
and in relation to Gas Companies certain 
other specific reserves were ultimately con- 
solidated into a Special Purposes Fund, 
and subjected to the limitation of the limit 
of 10 per cent on the amount of capital 
raised. The general Reserve Funds re- 
ferred to were made available to meet 
deficiencies in the maximum dividend 
(which in the case of Gas Companies was in 
accordance with a scale of prices related to 
the charges for gas). The Reserve Funds 
were, of course, further available to meet 
extraordinary claims or demands. 

The Reserve Funds referred to do not 
bear any relationship to the problem of 
Obsolescence, but were rather designed to 
deal with circumstances of irregular re- 
currence with a view to the equalization of 
their incidence. The Reserve Funds were 
in any case permissive in character, and 
the 10 per cent limitation obviously was 
intended to limit the amount rather than 
to create a defined offset against exhausted 
capital expenditure. 

The class of undertaking referred to has 
for more than a generation tended to pass 
into the hands of local authorities. As the 
profits of such undertakings are not pay- 
able to shareholders, they thus become 
available for transfer to Rate Accounts 
in relief of the public burden. The prob- 
lem of regulation of the comparative rights 
of the consumer and of the rate-payer 
therefore takes on a new aspect, because 
the rate-payer as such has not provided 
the capital, and cannot be controlled by 
limitation of dividend. Nevertheless, an 
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English Public Utility Concerns 


additional factor of political control enters 
into the question, and in general it is not 
thought that charges or tariffs are main- 
tained principally to furnish a large meas- 
ure of relief to local rates. 

The legislation with regard to the ac- 
cumulation of Reserve Funds is also applied 
to prevent the undue accumulation of Re- 
serve Funds by Local Authorities. For 
instance, under the Electric Lighting 
Clauses Act, 1899, it was provided that 
profits over and above the maximum re- 
serve fund (that is one-tenth of the capital 
expenditure) should be carried to the credit 
of the local rate, with the proviso that 
if such surplus in any year exceeded 5 per 
cent of the aggregate capital expenditure 
a revision of charges should be made to 
reduce the surplus to the permitted maxi- 
mum amount of profit. This provision, 
however, was repealed in 1926 to give way 
to arrangements which provide that the 
net surplus remaining in any year shall be 
used : 

A. In reduction of charges. 

B. In repayment of capital. 

C. In payment of capital expenditure 
under certain conditions, or 

D. In aid of the local rate. Aid to the 
local rate, however, is governed by the 
proviso that the amount so paid over shall 
not exceed 114 per cent of the outstanding 
debt of the undertaking, and by the further 
proviso that after March 1980 nothing 
shall be paid in aid of the local rate unless 
a reserve fund has been accumulated equal 
to one-twentieth of the aggregate capital 
expenditure of the undertaking. 

In regard to various Municipal trading 
concerns attempts have been made locally 
to regulate the contribution in relief of 
rates by scientific formula. Some define 
the aid to be given in the form of a per- 
centage of capital expenditure; others in 
the form of percentage of outstanding debt, 
while others relate the relief to the measure 
of rateable value of the area. The ma- 
jority, however, do not appear to have 
attempted any basis of reasoned formula, 
so that in general it may be stated that the 


regulation of such contributions has been 
merely casual and experimental. 

The problem of obsolescence, however, 
in relation to Municipally-owned under- 
takings tends to be offset by a more definite 
policy of accumulation than would be pro- 
vided by any fortuitously created reserve 
funds. The original capital of the under- 
takings and the capital for each addition 
thereto is of necessity raised in the form 
of Redeemable Debt. The period for each 
loan is regulated by the sanction of a 
Government Department, and generally 
speaking, these sanctioned periods bear a 
relationship to the expected life of the 
asset to be purchased, so that in general the 
period of the sanction is less than the 
period of life of the asset. During the 
sanctioned period Sinking Funds are cre- 
ated out of revenue (with due recourse to 
local rates where the revenue is insufficient), 
so that at the end of each sanctioned 
period there is a matured Sinking Fund 
equal to the amount of the original borrow- 
ing or the original expenditure. This 
Sinking Fund becomes surplus and may, 
as a bookkeeping entry, be considered as 
an offset against the original capital cost 
of the asset in respect of which the borrow- 
ing took place, so that if such asset be 
obsolete, there is available this accumula- 
tion from revenue for its amortization. 
This process of revenue accumulation is 
also considerably supplemented in practice 
by the operation of Renewal Funds and Re- 
pairs Equalization Funds created out of 
ordinary revenue, though not necessarily 
in accordance with any standard formula, 
so that piecemeal renewals are provided 
out of revenue or accumulated revenue. 
Ultimate replacement, therefore, of the 
main assets nearly always has the char- 
acteristics of extension, re-organization, or 
reconstruction, so that apart altogether 
from the fact that the original capital ex- 
penditure is offset by revenue accumulation 
(Cancelled debt), the nature of the new 
assets required is such as to justify the 
raising of new redeemable capital to meet 
its cost. It will, of course, be noted that 
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undertakings of this character do not nor- 
mally reduce the asset account by writing 
off depreciation, though some movable 
assets appear in practice to be adjusted to 
valuation for Balance Sheet purposes, with 
a corresponding adjustment in one of the 
Expense Accounts. 

As the greater part of the distinction 
between the finance of concerns Municipally 
owned, and that of those Privately owned 
turns on the question of redemption of the 
capital employed, an interesting point 
arises where in fact part of the capital of 
a proprietary undertaking is in the form 
of redeemable debentures or stock which 
may be redeemed or cancelled by purchase. 
Where the capital is permanent and ir- 
redeemable any accumulation which will be 
made will be definitely related to deprecia- 
tion or replacement problems or contained 
in a reserve fund or fund of mixed char- 
acter. So far, however, as any portion of 
the capital may be redeemable it is clear 
that a revenue surplus will be accumulated 
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in respect of such redemption, and that 
further borrowings will be possible for any 
substantial replacements at the end of 
ordinary lives. The equation of all these 
circumstances into one formula would sug- 
gest that an Amortization Fund should be 
set aside by all undertakings on their assets 
generally, the assets being grouped ac- 
cording to terms of lives, and that out 
of such general Amortization Fund any 
specific Sinking Fund for redemption of 
short-term debts should be ear-marked. 
The effect of this scheme would be that 
apart altogether from the nature of the 
capital there would have to be a complete 
amortization of the whole capital expendi- 
ture over a full term of years. Such com- 
plete accumulation, however, would not 
ever reach a position of totality because 
most concerns add to the capital expendi- 
ture from time to time, thus commencing 
a succession of facts involving further Sink- 
ing Funds which no doubt could (at least 
theoretically) be continued ad infinitum. 
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A SURMISE REGARDING THE ORIGIN OF 
BOOKKEEPING BY DOUBLE ENTRY 
P. Kats 


Ts History of a science is nearly 


always one of its most fascinating 

subjects of study. To trace the 
evolution of a science from its remotest, 
almost imperceptible, beginnings fills one 
with justifiable pride at what has been 
achieved and with gratitude to those who, 
though their very names may be lost in 
the midst of ages, have nevertheless un- 
remittingly toiled in raising the tiniest of 
seeds, first into a plant, then into a mighty 
tree under the protection of which man- 
kind, as Time goes on, may enjoy more 
and more the blessings of modern civiliza- 
tion. 

Accounting has long since been recog- 
nized as a science indispensable in its ap- 
plication to daily life, so much so that it 
seems incomprehensible that times have 
been,—and not even very remote—in which 
it did not exist otherwise than in extremely 
crude forms. 

Bookkeeping is such an integral part of 
accounting that, until recently, the words 
were held to be interchangeable. That is 
why, in endeavoring to trace the origin of 
accountancy, one always looks for the 
earliest manifestations of bookkeeping; 
and it may also be the reason why, when 
wonderful specimens of accounts on clay 
tablets or papyri are unearthed, they are 
frequently considered as tangible and ir- 
refutable evidence of the knowledge of book- 
keeping possessed by bygone civilizations. 

Unfortunately, in making such asser- 
tions, one does not always duly bear in 
mind modern notions of bookkeeping, but 
if to those ancient documents the criterion 
of modern, representative, definitions may 
not be applied, confusion is bound to arise 
and should be obviated by giving different 
names—such as accounting or account- 
keeping—to those precious relics, mute 
but eloquent witnesses of the glories of 
civilizations of the dim Past. 


In this sense, therefore, accounting and 
bookkeeping are not identical and the lat- 
ter indicates a state of evolution that was 
never reached by Sumerian, Egyptian or 
other such ancient cultures of which the 
accounting records are available. 

In speaking of bookkeeping the account- 
ant thinks, almost without exception, of 
the system of double entry and will recog- 
nize no other. As it is outside the scope 
of this essay to argue the point, it should 
be understood that, unless otherwise stated 
this system is the one referred to in this 
article. 

There is, however, a fresh difficulty. It 
has frequently been asserted that Greece 
and Rome, or at least the Romans, were 
acquainted with bookkeeping by double 
entry; and a great deal of learning and 
ingenuity has been expended to demonstrate 
the thesis while, on the other hand, no less 
learning and ingenuity have been brought 
to bear upon the question to disprove the 
contention. In the absence of documen- 
tary evidence or unmistakable references in 
classic literature, the question must neces- 
sarily remain open.” Part of the difficulty, 
moreover, is that there are a great many 
different conceptions of bookkeeping, so 
that in order to enter into the question 
raised in this article, it is first of all neces- 
sary to determine what is meant. 

When referring to the kind of bookkeep- 
ing taught by them, early Italian and 


1“Ma se per Roma possiamo dire quali fossero 
i libri contabili da essa usati, non sappiano come 
vi si facessero le scritture.” G. Brambilla: Saggio 
di Storia della Ragioneria presso i popoli antichi. 
Milan, 1896. 

messuna tradizione diretta o indiretta 
8 giunta fino a noi del modo con cui i contem- 
poranei di Cicerone componevano lor registrature.” 
Professore Fabrio Besta: La Ragioneria, Parte 
prima, Vol. III. Milano, 1922. 

“Wie die Buchfihrung der Rémer im Allge- 
meinen ausgesehen haben mag, vermag niemand zu 
sagen.” R. Beigel: Rechnungswesen und Buch- 
fiihrung der Romer, Karlsruhe, 1904. 
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Spanish authors, such as Giovann’ Antonio 
Tagliente and Bartolomé Salvador de Sol- 
érzano used to speak of the double book, 
meaning the ledger with its journal while, 
on the other hand English authors, ap- 
parently fascinated by the form—the two 
pages facing each other in the ledger—used 
the words “Debitor and Creditor” to de- 
note bookkeeping.” 

Still others find the criterion in the pair- 
ing or equilibrium of the entries; the rais- 
ing of accounts for commodities in addition 
to those for persons; the further addition 
of a series of fictitious, or nominal, ac- 
counts,—a stop-gap to be used in all cases 
where otherwise the equilibrium would be 
broken; the antithesis of two series of ac- 
counts representing the same subject in two 
different ways, of which antithesis, equilib- 
rium throughout the accounts would be 
the corrollary. Some find the chief 
characteristic of double entry in the rela- 
tion of all assets and liabilities (taking 
the net capital as one of the latter) to 
the business, which is asserted to have exist- 
ence independent of its owners, whose 
claims are to be considered as business 
liabilities of a special kind, in consequence 
of which there is permanent equilibrium 
between the assets on the one hand and the 
sum of the two kinds of liabilities on the 
other. On the other hand the most modern 
thought, chiefly in Italy, prefers to see the 
criterion of bookkeeping by double entry in 
the raising of two different series of ac- 
counts being conventionally, but not neces- 
sarily, in antithesis and dealing either with 
the whole or part of a given subject as for 
instance, the whole or only part of a per- 
son’s or corporation’s capital.* 


*Hugh Oldcastle (Dare et Habere, or Debtor 
and Creditor), 1548. James Peele, 1553 and 1569, 
John Weddington, 1567, John Mellis, 1588, and 
others. 

*“Rispetto alle scritture . - Poggetto 
loro . . . . pud variare secondo che riguarda il 
patrimonio totto od in parte, le previsioni o gli 
impegni e la scrittura doppia pud ugualmente ap- 
plicarsi . . a questi diversi sistemi.” Profes- 
sore Adolfo Salvatori in the Revista Italiana de 
Ragioneria, May, 1917. 

“In Italia . . .. la questione delle scritture 
patrimoniali parziali 8 da moltissimi anni risolta.” 


As this last definition is more compre- 
hensive than all others, it will be adopted 
for the purpose of this article in investigat- 
ing the question whether the Romans were 
likely to have been acquainted with a primi- 
tive form of bookkeeping by double entry, 
a surmise that may be answered in the af- 
firmative if only the Money-Capital (Geld- 
vermégen, Patrimonio finanziaria) is 
thought of, i.e., the money in Cash or 
Bank and due to or by other parties. 

Numerous as the definitions may be, it is 
always expressly or implicitly understood 
that all items have to be expressed in the 
same kind of units, otherwise summation 
would be impossible. It follows, therefore, 
that where no such common unit was being 
used, in ancient Ur or Babylon, for in- 
stance, bookkeeping by double entry was 
an impossibility, the more so because no 
money or other common medium was known 
by which all debts in kind could be com- 
muted. 

The same remark applies to ancient 
Greece and Rome, for though these civi- 
lizations knew a money-economy side by 
side with a natural economy, no evidence 
has yet been produced indicating that ac- 
counting for tangible assets (other than 
coin) by money-values was practised 
among them. The question, however, would 
be different, if the bookkeeping were con- 
fined to money capital only, because in 
that case summation of the various parts 
by means of one common medium or unit 
was possible. That, for instance, the Ro- 
mans were wont to account separately for 
moneys and kind is strikingly shown by 
a series of remarkable papyri, such as de- 
scribed by Dr. Ludwig Mitteis in his 
Griechische Urkunden der Papyrus-samm- 
lung in Leipzig, 1909. For the purpose 
of this article special attention may be 
called to the accounts of National Produce, 
dated Hermonthis, A.D. 338, in which 
there is conversion of different measures to 
one general measure. 

Apart from their great antiquity these 


Professore Vincenzo Vianello in the Revista Itali- 
ana di Ragioneria, April, 1927. 
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Origin of Bookkeeping by Double Entry 


papyri are important in showing that un- 

der the Western Roman Empire: 

1) accounts of commodities like natural 
produce were kept separate from others 
in which the movements of money values 
such as Cash, Debts Receivable and 
Debts Payable were recorded; in the 
accounts of produce and the like no 
commutation of the various commodi- 
ties to money values took place. 

2) the receipt and issue of debit and credit 
sections of an account were not in those 
days regularly kept side by side or fac- 
ing one another; occasionally they 
were in other forms as, for instance, 
the issue section after the receipts. 

8) extension and summation of the sec- 
tions were known, as also the way to 
strike the balance and to carry it to 
the next account. 

Unlike the produce accounts, those raised 
for money values of one and the same kind 
could be summarized; for instance a sep- 
arate account could have been raised for 
the owner so that there might be double 
posting as regards Cash, Debts Receivable 
and Debts Payable on the one hand, and the 
Owner on the other. In the event of the 
business being managed by a person not 
the owner such a summarizing account was 
highly desirable, if not imperative, so that 
the owner might see at a glance not only 
the detailed records of all movements of 
Cash and outstandings but also a summary 
in which all moneys in hand or owing to or 
by him should be recorded. This single 
or general statement was the Master’s, or 
Capital account. If, on the other hand, 
the owner managed his own business the 
need for a Cash account was less urgent, for 
he was not responsible for his Cash to 
anybody, and as regards information for 
himself, he knew that the Cash part was 
all right, having handled it himself. Nor 

*A Dialogue between a Merchant and a school- 
master (The merchant has kept neither a Cash- 
book nor a Cash account, which fact he states 
as follows): “Touching money .. . . I can make 
no trial therein than that I contend myself with 
what I find, for I have for the most part of the 


year paid and received all myself and of the re- 
maining part I have from time to time taken so 
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did he usually desire to know the total of 
his outstandings’; having done everything 
personally, he knew all from memory. 
Hence in the Middle Ages books of account 
were sometimes kept containing personal 
accounts, or accounts of debts receivable 
and payable only, but no Cash or Owner’s 
accounts.® In such a personal ledger the 
transfers from one account to another were 
frequent, owing for instance to the scarcity 
of coin in circulation, thus necessitat- 
ing the posting of debit entry as the coun- 
terpart of a credit item of like amount.’ 
This, however, if representative definitions 
count for anything, does not imply book- 
keeping by double entry. 

Thus, in the main bookkeeping was of 
two classes, viz: proprietor’s accounting 
and manager’s accounting. ‘The former 
does not necessarily lead to bookkeeping 
by double entry, while manager’s account- 
ing seems to conduce to it almost automat- 
ically, as will appear from what follows. 


strict an account of my servants that I cannot 
be deceived that way I suppose.” James Peele: 
The Pathe-way to perfectnes in th’accomptes of 
Debitor and Creditor, 1569. 

5“Collard de Marke n’établit pas un état ré- 
capitulatif de ses dettes et de ces créances, & 
moins qu’il ne l’ait fait sur une feuille volante, 
qui naturellement n’est pas conservée.” Dr. Ray- 
mond de Roover: Quelques observations sur les 
liores de comptes de Collard de Marke (1366- 
1369), Brussels, 1930. 

*(a) “Le grand livre (de Collard de Marke) 
ne renferme que des comptes de personnes & l’exclu- 
sion de tous comptes de valeurs, ou de résultats. 
Collard de Marke . . . . n’ouvre dans ses livres 
aucun compte 4 la Caisse, ni aucun autre compte 
de valeurs.” Dr. de Roover, op. cit. 

(b) Heinrich Schreiber’s Rechenbiichlein kiinst- 
lich behend und gewiss auf alle Kaufmannschaft 
gericht, Vienna, 1518, contains a Contto Einnemen 
and a Contto Aussgeben, which is not a Cash ac- 
count but represents the owner of the business. 
The Aussgeben side exceeds the Einnemen all 
throughout the account. 

c) “Le scritture nel quaderno a partite sem- 
plice del Tagliente sono relative ai soli debiti e 
crediti dei correspondenti.” Plinio Bariola, Storia 
della Ragioneria Italiana, 1897. 

(d) “Single Entry chiefly records transactions 
of Persons who buy or sell on Credit.” P. Kelly, 
The Elements of Bookkeeping, 7th ed. 1821. 
(Note: The author makes no mention of either a 
Cash account or Cash-book.) 

™*J extinction des dettes par moyen de vire- 
ments n’était pas inconnue au moyen fge.” Dr. 
R. de Roover, op. cit. 


mpre- ia 
lopted 
tigat- 
were 
primi- 
entry, 
he af- oe 
Geld- 
is 
sh or 
2, it is aa 
‘stood 
1ation 
efore, 
being 
y was = 
se no 
com- 


814 


The making of payments by transfers 
as alluded to from one client’s account to 
that of another was, in fact, a very ancient 
practice. For instance it is known that 
part of the activities of Greek bankers con- 
sisted in receiving on deposit the surplus 
cash and valuables of wealthy citizens, lend- 
ing out at interest, and exchanging of 
money or collecting or paying it out on 
behalf of their clients. Having correspon- 
dents in the principal towns, they soon dis- 
covered that the risk and expense of 
conveying money could effectively be ob- 
viated by such transfers, if only both par- 
ties were clients of the bank. 

It will be noticed that this practice was 
on much the same lines as that of the Roman 
curator calendarii to be mentioned pres- 
ently. Consequently, if bookkeeping by 
double entry may have originated with him, 
it may also have originated in ancient 
Greece, only in this case it has disappeared 
without leaving a trace and, moreover, as 
no ancient records of double entry-book- 
keeping are known except those of mediae- 
val Italy, it is reasonable to surmise that 
it saw its birth in that country. 

This thesis finds support in the fact that 
in Rome the pater familias, being compelled 
by law to keep records of account, entered 
his transactions first in an Adversaria 
(waste book), then in a Codex Accepti et 
Expensi (generally held to have been a 
Cash-book) and finally in the Coder Ra- 
tionwm Mortalium (a ledger containing 
personal accounts). In addition he occa- 
sionally made use of a Codex rationwm 
domesticarum—like the Hermonthis ac- 
counts for quantities only—a ledger con- 
taining impersonal accounts such as a ratio 
praedit, ratio pecoris, ratio pabularis, ratio 
frumentaria, ratio, vinaria, ratio olearia, 
etc., that is, account, for real estate, cat- 
tle, fodder, cereals, wine and oil.)* The 
laws being very strict on this point, it was 
a duty rarely ignored by the wealthy Ro- 
man citizen. 


*Carl Peter Kheil: Benedetto Cotrugli, Aau- 
geo, Ein Beitrag zur Geschichte der Buchhaltung, 
Vienna, 1906. 
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Nevertheless, your Roman patrician, too 
proud to manage his own enormous for- 
tune personally, devolved part of his duty 
on his slaves or other persons, sometimes 
on his own sons, who used to place the 
money on loans bearing interest due for 
payment at the beginning of each month. 
For these investments special records (liber 
or ratio calendarit with debit and credit 
sections were arranged. The person in 
charge credited the master or principal 
for the money received from him for in- 
vestment, as also for loans paid back by 
the borrower. On the other hand the mas- 
ter would be debited for the loans he had 
authorized, and also for the money paid 
to him personally or for his account by 
his servant. 


With all due respect to the author of 
this statement,® I would suggest that the 
servant did not always credit his master for 
the loans recovered from third parties or 
debit him for the loans made to them, but 
that he credited and debited those third 
parties while debiting or crediting the Cash 
Coder, for the servant would have acted 
like any other Roman who entered in the 
Codex accepti et expensi his receipts and 
outlays. The procedure is more likely to 
have been this: 


1) On receipt of his master’s money the 
steward made a debit entry in the Cash-book 
and credited his master. 


2) When investing the whole or part of 
the money he debited the borrower in the 
Liber calendarii and credited Cash in the 


*“Tes capitalistes confaient 4 leurs esclaves 
ou aux fils de famille la gestion de certains capi- 
taus, curatio calendarii, qu’ils devaient employer 
en placements fructueux, spécialement en préts & 
intérét. Pour ces placements, ont avait institué 
des livres particuliers avec doit et avoir distincts, 
pe Yon appelait, calendaria (liber ou ratio calen- 

ari), parce que c’était ordinairement le premier 

de chaque mois que les intéréts étaient réglés et 
qu’ils devaient exigibles. Le mandataire, qui tenait 
le journal, portait au crédit de son mandant les 
sommes d’argent que celui-ci lui avait données 4 
placer et les recouvrements des préts faits a des 
tiers; au débit, il inscrivait les préts consentis et 
les versements effectués par lui entre les mains 
de son maitre.” Dr. Paul Clément: Stude sur le 
Compte Courant, Paris, 1889. 
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above Codex Acceptii et Expensi and re- 
yersed the entry on repayment of the loan.”® 

3) On payment of the interest he cred- 
ited his master and debited Cash or, if the 
interest remained in arrears, he debited the 
borrower instead. 

4) The master was debited for any pay- 
ment made to him personally or for his 
account, Cash being credited. 

5) If the servant (cwrator) was also in 
charge of the Codex domesticorum 
and made for instance, a purchase of a 
quantity of oil for his master, he would 
debit the Oil account in the Codex rationwm 
domesticarwm, stating quantity and price 
only and simultaneously debit the master in 
the other Coder for the money spent, 
crediting Cash. On the other hand, when 
selling such commodities, the procedure 
would be reversed. Thus: Cash would be 
debited and the Master credited for the 
amount of money coming into question, 
while the commodity sold would be credited 
in the proper Codex, but for the quantity 
only.** 

Example of a municipal calendarium as 


suggested by R. Beigel in Rechnungswesen und 
Buchfiihrung der Romer, pp. 157-158. 


Accepta Ratio municipalis Expensa 

Accepta Codex (Cash) Expensa 
200 000 
Reliqua 4150000 
4 500 000 4 500 000 

Accepta Marcus Tullius Expensa 


“Compare the sixteenth century entries by 
Valentin Mennher, translated in The Journal of 
Accountancy, April, 1929, pp. 279-280. 

—Laus Deo, Anno 1550 on the first of January 

at Antwerp. 

Cash is debtor today ................ £987.13.4 

I, Peter Dumont, have received from 

my master Nicolas de Reo in ready 
1 money £987.13.4 with which to serve 
~ him in his merchandising. God grant 
2 me grace to serve my master well. 

Nicolas de Reo is Creditor .......... £987.13.4 

John Fris of Mons is debtor on the same 


815 


Since no Roman citizen of that time 
could engage in trade as a profession with- 
out forfeiting his political rights, he did his 
business through slaves who,” liable to be 
whipped for faulty arithmetic, had pain- 
fully urgent reasons to render accounts 
as good as they could be made. There 
appears, therefore, to be little doubt that 
accounts were kept accurately and by the 
best methods known. 

As the calendariwm institute obtained 
only in the Western Roman Empire, when 
this was invaded and destroyed by Goths, 
Huns, Franks and other ferocious tribes, 
the practice of accounting associated with 
it was not suddenly forgotten. On the 
contrary, there is reason to believe that it 
has survived in Romanized countries, even 
up to the present time, for it is still a fre- 
quent occurrence that the administration 
of family fortunes is entrusted to such 


3 which he owes me for a letter of credit 
-on the 25th of the current month 
2 £289.12.4 
Nicolas de Reo is Creditor............ £289.12.4 


On the same day I have received from 
my master the following merchandise: 
8 sacks of pepper weighing net lb. 860 
and worth at 27d. the pound £96.15.— 
which commodity I enter in debit until 
it is sold, when the proceeds will be 
placed to the credit of Nicolas de Reo. 
1 Pepper is debtor sacks 3 Ib. 860.-.- ...£ 


Cash is debtor on the 10th of June....£112.11.4 
I have sold to John Mas 38 sacks of 
pepper weighing gross lb. 288 tare lb. 
— 2; lb. 248 tare lb. 2; Ib. 319 tare lb. 8 
make Ib. 855 tare lb. 7 leaving 
1 net lb. at 32d. the lb. makes 
£112.11.4 which I have received in ready 
— money. 
2 Pepper is Creditor, sacks 3, Ib. 348 


Nicolas de Reo is Creditor .......... £112.11.4 
“Cash is debtor on the 8lst July .......£229.-— 
Nicolas de Reo is debtor on the same 


- John Fris has paid the £230-— he 
7 owed me on the 15th August next, sub- 
— ject to a rebate of one £ for paying me 
in ready money before the due date £229.-.— 
8 John Fris is Creditor ................. £230.-.- 


2E. Baldwin: Modern Political Institutions, 
Boston, 1898, p. 1465. 


ae 
ae 
4 


316 The Accounting Review 


scribes as, for instance, public notaries, 
who are apparently the successors of the 
Roman curators, and to banks who, as we 
have seen, exercised much the same func- 
tions. 

It requires but little examination to no- 
tice that Mennher’s “Italian” method of 
1550 would have met all requirements of a 
Roman curator, but it would also have met 
those of a commercial factor of later times, 
the only difference being that the latter 
preferred to raise accounts provisionally 
for the goods received on commission, the 
balance of which he transferred to an ac- 
count raised for the owner of the goods, in- 
stead of crediting him at an earlier stage. 

A ledger of the year 1436 that has come 
down to us and once belonged to the Vene- 
tian merchant Jachomo Badoer is an in- 
stance of factor’s bookkeeping adapted by 
the owner of the goods to himself. Badoer, 
a supercargo, carried with him a car,go be- 
longing partly to other parties and partly 
to himself and in both instances the entries 
were identical. For the net proceeds of 
goods sold for the other parties he credited 
their personal accounts while for those 
belonging to himself an account was 
credited which he had raised under his own 
name.** 


*“Te molte partite di mercanzie di propria 
ragione o di ragione altrui, che il Badoer portava 
con sé, determinavano l’apertura di conti solamente 
quando per ciascuna di esse egli doveva soggiacere 
a spese; a vendita compiuta i netti ricavi dalle 


Little more need be said in support of 
the thesis that factor’s bookkeeping as 
practised even at the present day can be 
traced back to the Middle Ages and prob- 
ably to Roman times. The duty of render- 
ing account of one’s stewardship in private 
as well as in commercial life conducted al- 
most automatically to a system of book- 
keeping that would enable the owner to see 
by the full particulars and from a sum- 
mary how his affairs stood; and the two 
statements should at all times agree with 
each other. The raising of the “famous 
account” (partita famosa) Profit and 
Loss as a subsidiary of the Summary (or 
Capital) account though convenient, was 
not essential and therefore did not form 
part of the system, from the very begin- 
ning or of the bookkeeping taught by Bene- 
detto Cotrugli (1458), Gerolomo Cardano 
(1539), Valentin Mennher (1550), and 
others, and is certainly as much out of 
place in factor’s bookkeeping as it would 
have been in that of the Roman Curator 
Calendarii. 

On the foregoing rests my case for the 
Roman origin of bookkeeping by double 
entry. 


merci avute in commissione eran riferiti a credito 
dei conti correnti accesi a coloro cui appartene- 
vano; —_ delle merci proprie a credito di m 
conto derivato permanente o di capitale che il 
Badoer intestava a sé stesso.” Professore Fabio 
Besta in La Ragioneria, Parte prima, Volume III, 
p- 311, Milan, 2nd edition, 1922. 
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THE ACCOUNTING EXCHANGE 


Co-orDINATION 
BooxkKEEPING AND CoLLEGE ACCOUNTING 
CouRrsEs. 


HE ADJUSTMENT of the student who 
ies had bookkeeping in secondary 

school to the college courses in ele- 
mentary accounting is a troublesome prob- 
lem. Mingling such students with those 
who have had no such preliminary work 
causes disturbances of teaching, and segre- 
gating them into separate courses seems to 
offer just as great difficulties. 

Probably the larger number of colleges 
make no distinction in the elementary 
course between students with a knowledge 
of bookkeeping and those without. This 
brings about considerable disturbance in 
the class for the first five or six weeks, or 
at least during the time when the record- 
ing process is being outlined and debit and 
credit presented. It is unfortunate that 
any group of students should receive the 
impression that a considerable part of any 
university course involves duplication of 
high school work. A false sense of su- 
periority is frequently the result. 

High schools and commercial teachers 
are of the opinion that the commercial 
course should either be given preference for 
admission to schools of business and com- 
merce or that the commercial work lead di- 
rectly to somewhat more advanced work in 
the field of business. These teachers fre- 
quently look to the schools of business as 
the goal of their better students and urge 
them to continue their training. To an in- 
creasing extent also our universities are 
serving as training schools for commercial 
teachers, and these former students feel 
their work should be recognized. It is dif- 
ficult to do this with the usual commercial 
subjects but it should be possible to make 
some adjustment for bookkeeping courses 
since a good deal of such work is neces- 
sarily duplicated in our accounting 
courses. Probably most teachers of ele- 
mentary accounting feel that the time 


wasted by combining students with book- 
keeping training and those without is not 
so considerable as to make the matter of 
serious consequence, and that the class 
will be reasonably uniform in its attain- 
ments by the end of the first quarter or 
before the end of a semester; this may be 
due however to the fact that one group has 
loafed and therefore acquired a bad atti- 
tude toward further work in the course. 

The problem of segregating those who 
have had some bookkeeping, and adjusting 
their work to that of the regular elemen- 
tary course is a difficult one to solve satis- 
factorily. One of the major difficulties is 
that the high school course tends to accent 
only the recording process, forms, blanks, 
and entries, whereas the purpose of univer- 
sity courses is to convey the general theory 
of accounting for broader application. 
Secondly, the quality of high school book- 
keeping teaching differs, and it is difficult 
to assume any high degree of uniformity in 
preparation of the subject. Thirdly, the 
high school course is frequently given in the 
second year, and three years have there- 
fore elapsed since the student has had con- 
tact with it. In a technical subject like 
bookkeeping it is very difficult to accu- 
rately retain many details. This seems 
to be a major difficulty. 

One method of making the division would 
be to put students with bookkeeping back- 
ground in sections independent of the ele- 
mentary section until the work of the two 
sections is approximately the same. It is 
difficult, however, to do this in such a way 
that the students’ time will not be wasted 
on additional routine work. 

Departments in which separate labora- 
tory sections are still used may meet the 
situation to a considerable degree by ex- 
empting the experienced group from “lab 
work” or making it entirely optional on the 
part of the student. This may be of some 
satisfaction to the student, particularly 
since “lab sessions” are seldom popular, 
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but it still leaves the difficulty of an ele- 
mentary introduction to a subject with 
which the group is quite familiar. 

A third solution is to give a separate 
course in bookkeeping for students with no 
previous training—one which would at- 
tempt to cover little more than the usual 
one-year-high-school course. No credit 
should be given for this course to those who 
submit bookkeeping for admission to the 
university. ‘To assure a reasonable degree 
of knowledge on the part of those exempted 
from this course a placement test may be 
given, and those failing to reach standard 
be required to register in the course with- 
out credit. 

After a number of years during which no 
segregation of students was made in our 
elementary courses at Minnesota we have 
been experimenting for two years with a 
course of this nature. The reason for mak- 
ing the division was not so much the dif- 
ference in student accomplishments as the 
desire to give whatever recognition is pos- 
sible to the high-school course, and the 
feeling that students should not be re- 
quired to repeat work at the university. 
A few of the results of our experiment will 
be mentioned here and a sample placement 
test given, mainly with a view to provoking 
discussion of the problem and bringing 
about an exchange of experiences, which 
is one of the purposes of this department 
of the Review. 

In this course we assumed the following 
knowledge on the part of a student who 
has had one year of bookkeeping: a knowl- 
edge of the principles of debit and credit, 
and the treatment of usual business trans- 
actions; ability to take a trial balance and 
prepare simple statements; knowledge of 
adjusting and closing entries; familiarity 
with the use of columnar journals and 
usual special journals. The placement 
tests we have used were designed to cover 
this range of material. Thus far the test 
has been made optional with the student, 
and on passing it he has merely been 
exempted from the first course which is a 
prerequisite for the regular course in Prin- 
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ciples. We have now reached the point 
where credit for the course should be re- 
fused to those who submitted bookkeeping 
as an entrance credit to the University, 
a measure which seemed questionable be- 
cause of a number of local factors. 

Some of the conclusions we have drawn 
from our experience may be given. The 
majority of students prefer to repeat the 
work, probably because of the easy credit 
and also because the test has acquired the 
reputation of being difficult. Those appli- 
cants who had more than one year of book- 
keeping passed the test well and almost 
without exception. Only 25 per cent of 
those with one or less years of bookkeeping 
were passed; practically all of these did 
satisfactory work in the second course. We 
learned that the average student has, by 
the time he reaches us, forgotten adjusting 
and closing entries, is very weak in the 
preparation of simple statements and their 
classifications, but has retained a fair 
knowledge of recording transactions. For 
this reason our tests have usually had no 
journal entry problems, except those in- 
volving adjustments. We have attempted 
to test his knowledge of the principles un- 
derlying general bookkeeping procedure, 
the purpose of the test being to measure 
ability to handle advanced work rather 
than to test high-school work. 

The test given below is typical of those 
given. It was also given at the end of the 
quarter to the regular class in elementary 
accounting and proved entirely too simple. 
The average grade for the class was about 
85, and almost 90% of the class scored 
80 or above; only 5% failed, whereas al- 
most 75% of the applicants to the course 
at the beginning of the semester failed. 
The test is not given as a model but merely 
as an illustration. It undoubtedly contains 
some objective questions which are too dif- 
ficult and some which are too simple. 


PLACEMENT TEST 
I. (Weight 50) 
Designate the following statements as 
correct or incorrect by placing in the 
space at the left a + sign for “‘cor- 
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rect” and a — sign for “incorrect.” 
If you do not know do not answer. 


i; 


14, 


15. 


16. 


17. 


18. 


The balance sheet shows the fi- 
nancial progress of a business for 
a given period. 


. A current asset is an asset which 


will be turned into cash in a short 
time. 


. The two most essential account- 


ing statements are the balance 
sheet and the trial balance. 


. The net profit for a period can 


be found from balance sheets 
without the aid of profit and loss 
accounts. 


. The first section of the Profit and 


Loss Statement of a trading busi- 
ness gives a complete statement 
of merchandise handled. 


. A deferred charge is income re- 


ceived in advance. 


. Liabilities and proprietorship are 


both claims to the business assets. 


. Cost of Goods Sold is sales for 


the period reduced to cost. 


. Cash discount is discount which is 


received on notes paid before they 
are due. 


. Non operating profit is profit re- 


ceived which was earned in a pre- 
vious period. 


. Interest accrued may be either an 


asset or a liability. 


. When a net profit is made the 


Profit and Loss account will have 
a credit balance. 


. Double entry gets its name from 


the fact that in modern book- 
keeping practice all transactions 
are entered first in a journal and 
then in a ledger. 

A customer’s account should be 
credited with the amount of his 
purchases from the business. 
The Office Equipment account 
should be credited when equip- 
ment is sold. 

Interest received on_ securities 
owned by a trading business is 
operating income. 

A debit may be defined as an in- 
crease in an account and a credit 
as a decrease. 

The payment of business debts 
decreases net worth. 


19. 


20. 


21. 


28. 


24. 


265. 


26. 


27. 


28. 


29. 


80. 


81. 


82. 


33. 


34, 


35. 


36. 


87. 


The ledger shows the business 
transactions in chronological or- 
der. 

Gross Profit is the difference be- 
tween our purchases and our sales 
for the period. 

Posting is merely the process of 
transferring debits and credits 
from the journal to the ledger. 
The trial balance is a list of all 
open general ledger accounts and 
their balances. 

The chief purpose of taking a 
trial balance is to discover errors 
in posting. 

If a business has no liabilities 
then assets are equal to proprie- 
torship. 

A post-closing trial balance con- 
tains the same account balances 
as the balance sheet. 

Trial balances are taken only at 
the end of the accounting period. 
The journal is the book which 
contains the accounts. 

Posting is made more accurate by 
the use of special columns in the 
journal. 

In a trial balance the debit col- 
umn contains asset, and expense 
balances and the credit column 
liability, income, and proprietor- 
ship balances. 

The total of the sales journal is. 
posted to the debit of the sales 
account. 

No entries shall be made in the 
ledger except by means of entries 
in some journal. 

A special cash-book is used in or- 
der to save posting to the cash 
account. 

A trial balance will not disclose 
errors in the original entry. 

The use of a purchase book makes 
it unnecessary to post each pur- 
chase to the debit of the pur- 
chases account. 

A purchase book is a journal be- 
cause postings are made from it. 
An unadjusted trial balance con- 
tains all the open ledger accounts 
ready to be used in the state- 
ments. 

The Drawing or Personal account 
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of a proprietor is usually a cur- 
rent asset since it represents a 
receivable. 

. If a trial balance balances one 
may be certain that all errors in 
posting have been found. 

. Depreciation of a building is a 
general expense. 

. Opening inventory plus purchases 
minus closing inventory equals 
gross profit. 

. Closing entries need not be made 
in the journal because they 
merely record transfers from one 
account to another and not new 
transactions. 

By “closing” an account is meant 
the same thing as balancing it. 

. All expense and income accounts 
are closed out at the end of each 
period. 

. Adjusting entries are made in or- 
der to correct the accounts for 
statements. 

Expenses unpaid at the end of 
the period must be charged to a 
deferred expense account. 

. Only balance sheet accounts are 
left open at the end of the period. 

. When a customer’s account cannot 

be collected Bad Debts Expense 
should be charged and Reserve 
(Allowance) for Bad Accounts 
credited. 
Closing the accounts means trans- 
ferring the balance of expense 
and income accounts to the Profit 
and Loss account. 

. Income received in advance must 
be credited to a deferred credit 
account, 

. Expenses accrued but unpaid 
must be debited to the expense 
accounts and credited to liability 
accounts. 


II. (Weight 20) 


The following accounts and balances are 
found on the ledger of the X Co. on 
December 31, 1927: 


Tata, 
Debit Credit 


Advertising 

Delivery Expense 
Inventory, Jan. 1, 1927 
Salesmen’s Salaries 
Office Expense 

Office Salaries 

R. Hayes, Capital 


In addition to the above you are given 
the following information, from which 
you are asked to prepare the journal 
entries necessary to adjust and close 
the above accounts, post your entries 
to the accounts, and show your bal- 
ances for all open accounts. 

a. Salesmen’s salaries are still unpaid 
to the amount of $600. 

b. Office supplies charged to expense 
but still on hand are worth $400. 

c. Office salaries unpaid but earned 
$800. 

d. Merchandise on hand December 
31, 1927, is inventoried at $10,000. 


III. (Weight 30) 


From the following list of accounts con- 
struct a trial balance, a properly 
classified balance sheet, and a profit 
and loss statement: 


Inventory, Jan. 1 
Furniture & Fixtures 
Notes Payable 
Creditors’ Accounts 


Selling Expense 
Administrative Expense 
R. Jones, Capital 
Interest Income 
Accrued Wages 
Prepaid Expenses 
The merchandise on hand Dec. 81 is $19,000. 
E. A. Herman 


Foreian Accountine TERMS 


For the present the lists will be confined 
to accounting terms from the German. The 
principal sources have been such works as: 
Nichlish, Handwérterbuch der Betriebswitt- 
schaft; Stern, Buchhaltungslexikon; Bott, 
Handwérterbuch des Kaufmans; Price, Volks- 
wirtschaftliches Worterbuch. 
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KAPITAL: Vermégen welches zur organi- 
CAPITAL: Property which for the organization of 
gation der Produktion 

production 

und Verwertung der Produkte verwendet 
werden kann; die in einem 

and creation of products can be used; the in—a— 
Betrieb arbeitenden Fonds. 

business—employed funds. 

Aktienkapital—capital stock 

arbeitendes Kapital—working capital 
bewegliches Kapital—circulating capital 
Stammkapital—original capital 

stehendes Kapital—fixed capital 

eigen Kapital—owner contributed capital 

Kapital aufbringen—to raise capital 


‘Kapital hineinstecken—to invest capital 


fremde Kapital—outside capital from creditors 


| Kapitalanlage—capital investment 


Kapitalaufwand—capital expenditure 

Kapitalbestand—amount of capital invested 

Kapitalbildung—the creation of new capital 

Kapitaleinlage—capital paid in 

yield 
apitalgewinn—profit from capital 

Kapitalkriftig—financially strong 

Kapitalmangel—scarcity of capital 

Kapitalverkehr—capital transactions 

VERMOGEN: die Gesamtheit derjenigen 

PROPERTY: the totality of those material and im- 

materiellen und immateriellen 

material 

Giiter welche im Eigentum der Unternehm- 

goods which in the ownership of the enterprise stand. 

ung stehen. Vermigen 

Property 

und Kapital seien zwei Begriffe fiir dieselbe 

and capital may be considered two expressions for the 

Sache. 

same thing. 

reine Vermégen—net worth 


Vermégensabgabe—capital levy 
Vermigensanlage—investment of wealth 


‘Vermégensbestand—amount of property; assets 


Vermégensbestandbuch— inventory register 
Vermégensbilanz—property statement 
Vermégenseinkommen—unearned income 
Vermégenslage—state of one’s finances 
ermé6gensmasse—(bankrupt’s) estate 
Vermégensobjekte—effects, assets 
Vermégensrecht—property right 
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Vermigensschaden—damage to property earning 


power 
Vermigensiibersicht—condensed balance sheet 
Vermégensverhiltnisse—financial standing 
Vermigensverwalter—estate trustee 
Vermigensverwertung—utilization of wealth 
Vermégenswert—property value 
Vermégenszuwachs— increment to wealth 


BILANZ: die Aufrechnung von Besitz und 
BALANCE SHEET: the statement of property and 
Schulden eines 

debts of an 

wirtschaftlichen Unternehmens; den nach 
einen bestimmten 

economic enterprise; the according—to—a—definit 
Schema und fiir einen bestimmten Zeitpunkt . 
plan—and—for—a—definite—date—into—assets 

in Aktiva (Besitz) 

(property) — 

und Passiva (Schulden) getrennt aufgerech- 
and—liabilities (debts) —divided—and—booked finan- 
neten Vermégensstand 

cial condition 

eines wirtschaftlichen Unternehmens, wobei 
beide Seiten durch 

of an economic enterprise whereby both sides through 
den Unterschied, der das reine Vermégen 
dargestellt, 

a difference, which net proprietorship reflects, 
ausgeglichen sein miissen. 

made equal have to be. 


Erfolgsbilanz—income statement 
Eréffnungsbilanz—opening balance sheet 
Ertragsbilanz—revenue statement 
Forderungsbilanz—statement of indebtedness 
Fusionsbilanz—consolidated balance sheet 
Lig balance sheet 
Wirtschaftsbilanz—(National) economic balance 
sheet 
Zahlungsbilanz—(International) payments balance 
sheet 
Bilanzanalyse—balance sheet analysis 
Bilanzbuch—private ledger 
Bilanzdelikt—falsified balance sheet 
Bilanzfilschung—falsification of balance sheet 
Bilanzkonto—balance account 
Bilanzkritik—balance sheet interpretation, analysis 
Bilanzlehre—balance sheet theory 
Bilanzpflicht—obligation to make a balance sheet 
Bilanzrevision—audit of the balance sheet 
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Bilanzverschleierung—‘“window dressing” a bal- 
ance sheet 
Bilanzwert—valuation for balance sheet purposes 


AKTIVA—ASSETS SIDE 
Unternehmungsvermigen)—(enterprise pro- 
perty) 
Anlagvermigen—fixed capital 
Anlagegiiter—plant assets 
Grundsticke—land 
Gebiiude—buildings 
Machinen—machinery 
dauerende Beteiligungen—continuing partici- 
pations 
transitorische Aktiva—deferred charges 
Betriebsvermigen—working capital 
greifbar fliissiger Mittel—tangible current re- 
sources 


Bargeld—cash on hand 
Bankguthaben—cash in bank 
Wechsel—notes receivable 
Wertpapiere—securities 
Forderungen—accounts receivable 
kurzfristige—short term 
langfristige—long term 
Vorriite— inventories 
Waren—merchandise 
Rohstoffe—raw materials 


Hilfsstoffe—supplies 
Fabrikate—finished products 
Berichtigungsposten—adjustments 
Bewertungsposten—valuation debits 
Biirgschaftsschuldner—suretyship debits 


PASSIVA—LIABILITIES SIDE 
(Unternehmungskapital )—(enterprise capital) 
eigenes Kapital—one’s own capital 
Grundkapital—original investment 
Reserven—teserves 
ordentliche—ordinary 
ausserordentliche—extraordinary 
Wohlfartsreserven—employee welfare reserves 
Reingewinn—surplus, undivided profits 
Fremdes Kapital—others’ capital 
kurzfristige Schulden—short term debts 
Akzepte—acceptances 
Buchschulden—accounts payable 
transitorische Passiva—deferred credits 
langfristige Schulden—long term debts 
Hypotheken—mortgages 
Anleihen—bonds 
Sonstige—miscellaneous 
Berichtigungsposten—adjustments 
Bewertungsposten—valuation credits 
Piirgschaftsgliubiger—suretyship credits 


A. C. 
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BOOK REVIEWS 


Hand-to-Mouth Buying, by L. S. Lyon. The 
Brookings Institution, Washington, D.C., 1929. 
xv, 487 pp. 


The collection of past figures on business, espe- 
cially for individual companies, is a difficult task, 
and in his work on hand-to-mouth buying Mr. 
Lyon has amassed a considerable amount of ma- 
terial. The value of this material, however, varies 
greatly, and the absence of suitable data on cer- 
tain major industries is disappointing. The figures 
on the canning industry are exceptionally fine, and 
it is to be regretted that the peculiarities of this 
industry are so marked that it cannot be used 
as a typical example. There are also excellent 
figures on shoe manufacturing. On the textile 
and automobile industries and on wholesaling and 
retailing, the data are meager. In several in- 
stances figures go back only to 1923 or 1924, and 
in the majority of cases there are no figures for 
years before 1920. Since Mr. Lyon’s historical 
study in the last part of his work clearly indi- 
cates the cyclical character of hand-to-mouth buy- 
ing, it seems important to have statistical evidence 
for conditions prior to the period of price infla- 
tion. 

Mr. Lyon’s figures fall into two main groups, 
figures on orders and figures on stocks of goods. 
Although there are variations not only among dif- 
ferent industries, but also among different units 
in the same industry, there has been in general 
a downward trend in the amount of advanced 
orders relative to the volume of business. With 
the size of individu. orders the conclusion is less 
clear, but Mr. Lyon’s statement that small orders 
have been a more serious phenomenon and a more 
continuous one since 1920 is sound. The larger 
part of the figures on stocks of goods has been 
taken from the Survey of Current Business and 
are for industries rather than for individual com- 
panies. Mr. Lyon is concerned with both the size 
of the stocks and the seasonal and cyclical stability 
of the flow of goods. The statistical data pre- 
sented in his work indicates that stocks in gen- 
eral are somewhat lower than in the past, and 
that business in general is somewhat more stable. 

The discussion of stocks of goods is, however, 
far from satisfactory. This is partly due to the 
character of the data used, and partly to Mr. 
Lyon’s failure to interpret the data in the light 
of the special conditions surrounding each indus- 
try. It is coming to be clearly recognized that 
the published figures for stocks are not satisfactory, 
and that the acceptance of these figures without 
an analysis of their meaning in each industry is 
dangerous. Moreover, in order to thoroughly un- 
derstand the business significance of figures for 
stocks, one should consider consumptive and pro- 
ductive capacity, production periods, goods in the 


hands of consumers, and those forward commit- 
ments which are not listed as orders. Finally, the 
material on stocks would have been strengthened 
by the inclusion of actual inventory figures for a 
wide range of industries, whereas the figures for 
the seasonal products of agriculture, where the 
total stock remains the same regardless of whether 
hand-to-mouth buying is practiced or not, could 
have been omitted. 

Thus, there are certain weaknesses in the data, 
but these are not as important as Mr. Lyon’s fail- 
ure to seek beyond his data and to investigate the 
effects of hand-to-mouth buying upon the market- 
ing, production, and financing methods in the vari- 
ous fields. The interrelations between production 
and marketing are notably neglected, and the space 
used for the rewo-king and charting of published 
data could have been devoted to a description 
of actual changes in business practice. For ex- 
ample, Mr. Lyon’s discussion of shoe manufactur- 
ing could have been amplified by a consideration 
of in-stock departments, production periods, mar- 
ket analysis, style simplification, and “blanket” 
orders. It could have been elaborated by a de- 
scription of the effects of changed buying methods 
upon hide dealers and tanners, upon retailers and 
jobbers of shoes. Or, since the automobile, steel 
and construction industries formed the foundation 
for the now past “new era,” a detailed analysis 
of the buying methods and inventory problems of 
these three industries would have been of absorb- 
ing interest. 

The causes of hand-to-mouth buying are also 
insufficiently considered. Although all the chief 
causes are discussed, the small amount of space— 
some 82 pages in all—prevents an adequate con- 
sideration of such topics as price movements, style 
trends, transport changes, and inventory control. 
Since the publication of Mr. Lyon’s book came at 
such an opportune time, it is to be regretted that 
his analysis of the problem is not more searching. 
From the last part of 1920 to 1928, hand-to-mouth 
buying was under almost constant discussion, but 
in the latter year interest waned, and in 1929 it 
was regarded by the majority of business men 
as an accepted practice. After the stock market 
collapse in the fall of 1929 business analysis and 
forecasters argued that the recession in business 
would be shortlived because hand-to-mouth buying 
had prevented the growth of large inventories, a 
distinct contrast to conditions prevailing in 1920. 
It is now realized that the inventory, or better, 
the stock of goods problem, was neither so favor- 
able nor so simple. Had Mr. Lyon’s work been 
more penetrating, less reliance might have been 
placed upon hand-to-mouth buying as a business 
saviour. 


Joun W. 
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Stabilization of Prices, by John S. Lawrence. Mac- 
millan Company, New York, 1928. xix, 484 pp. 


This book will interest, amuse, and probably 
irritate most of its readers. Its style is that of 
an able but extremely facetious young man whose 
favorite mode of attack is derision. 

Mr. Lawrence’s professed purpose is “to state 
and analyze” the problem of price (monetary) 
stabilization. His analysis is anything but dis- 
passionate, tolerant, or dull. On the contrary, fol- 
lowing the most polemical traditions of much early 
economic writing, it is an exuberant, arrogant, and 
often extravagant presentation of the case against 
deliberate government interference with the gold 
standard. Mr. Lawrence begins by vividly por- 
traying the well-known evil effects upon industry 
and the distribution of wealth of monetary insta- 
bility. But, historically, he argues, virtually all 
striking changes in price levels have resulted from 
government interference with the monetary stand- 
ard rather than from changes in the purchasing 
power of gold. To support this contention, he pre- 
sents an average of English and American whole- 
sale prices in terms of gold from 1790 to 1924. Un- 
fortunately, his figures show yearly fluctuations as 
great as 22.8 per cent, and an average annual fluc- 
tuation over 145 years of 4.5 per cent. A standard 
with an average annual variation greater than the 
rate of interest commonly obtainable on good gov- 
ernment bonds means, to Mr. Lawrence, one that 
is “about 96 per cent stable” (p. 201). 

Mr. Lawrence is forced to concede that the 
evil effects of government interference with the 
gold standard in the past have been due to 
the purposes and character of such interference: 
inflation has taken place at the behest of harassed 
finance ministers or of debtor classes. The present 
widespread movement for conscious control of the 
standard has a far different and admittedly com- 
mendable social purpose: that of stabilizing the 
value of the monetary standard. The larger part 
of Mr. Lawrence’s essay is an argument against 
interference on this ground. The argument takes 
the form of (1) a defense of the stability of gold: 
gold, in his opinion, has been “96 per cent stable” 
over a period of 145 years; (2) a loose, scoffing, 
and cavalier criticism of various schemes for 
achieving stabilization; and (3) an intolerant but 
otherwise highly intelligent consideration of the 
theoretical and practical possibilities of stabiliza- 
tion. This last section constitutes the best part 
of the book. 

For all of Mr. Lawrence’s derisive strictures, an 
increasing measure of conscious control of the 
monetary standard appears to be developing inevi- 
tably. Of*such nature were (1) the deliberate 


withdrawal from circulation of gold certificates 
during and immediately after the War in order 
to enlarge the credit base of the Federal Reserve 
System; (2) the subsequent release of these cer- 
tificates into the circulation and the purely dis- 
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cretionary ear-marking of gold for foreign account 
in order to absorb some of our excessive reserves; 
and (8) the deliberate regulation of Federal Re- 
serve Bank discount rates with a view to facilitat- 
ing Great Britain’s re-establishment on the gold 
standard. That none of these measures appeared 
to involve a violent departure from the “auto- 
matic” gold standard does not gainsay their de- 
liberate and purposive character. No single scheme 
for the control of the price-level may ever prove 
perfectly adequate. There is just ground for hop- 
ing, however, that intelligent guidance of central 
banking policy, progressively informed by experi- 
ence, may, through interconnected policies in differ- 
ent directions, give us a regulated gold standard 
substantially more stable than what we have had. 
As Mr. Lawrence himself is forced at the last 
to concede, the satisfactory functioning of the 
“automatic” gold standard itself requires some 
measure of conscious administration. 
Lawrence H. Setrzer 


The New Place of the Stockholder, by John H. 
Sears. Harper & Brothers, New York, 1929, 
xv, 260 pp. 


Much attention has been given of late to the 
many problems arising from the growing com- 
plexity in the financial practices of corporations. 
The corporation lawyer who combines specialized 
legal training with years of successful practice 
would seem to be especially fitted for offering 
a real contribution to the solution of these prob- 
lems. This book gives us the opinion of an ex- 
perienced lawyer on those phases of corporate fi- 
nance which he considers of vital importance to 
the common stockholder. The book is admittedly 
not a treatise, but Mr. Sears does give us a most 
readable series of chapters on topics which have 
been the center of lively discussion particularly 
since Professor Ripley’s suggestive and critical 
work, “Main Street and Wall Street.” 

The purpose of the author is “to consider 
the methods proposed to protect the stockholder, 
use the stockholder, and to help the stockholder.” 
Corporation lawyers have done much to give pro- 
tection to the bondholder; they should now turn 
their attention to new safeguards for the stock- 
holder, particularly for the minority stockholder. 

Following an introductory discussion of certain 
fundamental principles of corporation law, chapters 
III-VII are concerned with the present position 
of the stockholder, and the attempt of corpora- 
tions to improve both public relations and internal 
management through stock ownership by customers, 
employees and the higher officials. The widespread 
extension of stock ownership brings advantages in 
a more dependable capital market but it also 
opens the way for such abuses as thrive on sepa- 
ration of ownership and management. Further- 
more, widespread ownership increases the apathy 
of the average stockholder, but the author sug- 
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gests many ways in which corporations could do 
much to give even the small holder more of a 
feeling of partnership. 

Chapters VIII-XVI deal with problems grow- 
ing out of the increasing complexity of financial 
structures. Endless variety in securities has ap- 
peared, bringing a wider opportunity for fraud 
and misrepresentation; also there is urgent need 
for fuller and better information if the investor 
is to make intelligent decisions. All this adds re- 
sponsibility to the management. As a further 
check on the financial status of a corporation the 
author would add to the usual audit by public 
accountants an additional audit by an outside firm 
of attorneys, which would make available to all 
stockholders a full statement of opinion as to the 
legality of methods and policies of the manage- 
ment. 

The concluding chapters are given over to an 
appraisal of the protection now afforded the stock- 
holder under the law particularly as it applies to 
fraud. The era of the small stockholder has given 
wide play to new devices of the stock swindler. 
The author holds “Blue Sky” laws to be cumber- 
some and ineffective and urges their repeal. As a 
substitute he suggests that each investor be fur- 
nished a prospectus containing such detailed in- 
formation as is required by the recent amendment 
to the British Company Law. He believes we 
might further follow the recent English practice 
which sets effective limitations upon the sale of 
securities by the usual high-pressure methods of 
irresponsible salesmen. 

Mr. Sears has added another to the long list 
of recent business books brought out in response 
to a popular demand which seemed to grow along 
with the public participation in the recent boom 
market. The book as a whole is uneven in quality 
and would have gained much by a more system- 
atic and well-rounded treatment. It is more 
suggestive and descriptive than analytic. Many 


. chapters appear to be much like assembled notes 


from the diary of an attorney too busy to record 
more than his impression of events at the time 
they occurred in his practice. However, this makes 
for an extremely interesting volume and one well 
worth the attention of all interested in the problem 
of making the corporation a better tool for han- 
dling aggregations of capital. 


Roserr L. Masson 


Modern Accounting Theory and Practice, by De- 
Witt C. Eggleston. John Wiley & Sons, New 
York, 1930. 2 volumes, 1,010 pp. 


The purpose of these two volumes is to ex- 
plain the approved and up-to-date accounting theo- 
ties and practices. Accounting principles that 
should be followed in keeping accounts are ex- 
plained and amply illustrated. Numerous exhibits 
of accounting records, financial statements and 
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graphic charts are presented to assist the reader 
in fully understanding the text. 

The first three chapters constitute an introduc- 
tion to the subject discussing the cash and accrual 
basis of accounting, single and double entry, and 
an explanation of the distinction between capital 
and revenue. Chapter IV states the main features 
of accounting for non-profit enterprises and a 
system of budgetary control. Chapter V explains 
the proper way of handling controlling accounts 
and several internal check systems. Chapters VI 
to XX inclusive, are devoted to a discussion of 
the principal asset and liability accounts. In each 
chapter the author points out the important ac- 
counting problems in connection with certain as- 
sets. In his chapter on cash the author in addi- 
tion to explaining the general problem of treating 
cash, explains the treatment of chain store re- 
ceipts, a hotel cash book, a theater treasurer’s re- 
port and rental receipts. Illustrations are given 
of each one as is also true in the treatment of 
special problems in connection with other asset 
and liability accounts. Installment Accounts Re- 
ceivable, Assigned Accounts Receivable, the 
Voucher System, Notes and Acceptances are dis- 
cussed in these chapters. Other chapters treat 
Stock and Bond Investments from the investor and 
dealer standpoint. Stock Dividends, Stock Rights, 
Bond Valuation, Mortgages Receivable and Pay- 
able, Inventories, Real Estate, Equipment, Lease- 
holds, Prepaid Expenses, Bonds Payable, Sinking 
Funds, Unrealized profits, Reserves, Contingent 
Liabilities and Fire Losses. The problems of 
partnership accounting are discussed in Chapter 
XXI and an explanation of the organization and 
accounting for Building & Loan Associations con- 
cludes Volume I. 

The material in Volume II may be discussed 
under the following main heads: Corporation Ac- 
counting, Mergers and Consolidations, Insolvency 
and Bankruptcy, Reorganizations, Revenue and 
Expense Accounts, Preparation and Interpretation 
of Financial Statements, Branch Accounts, Estate 
Accounting and Accounting for Foreign Exchange 
Dealers. 

The main points discussed in Corporation Ac- 
counting are the advantages and disadvantages of 
incorporation, the Corporate Records, the treat- 
ment of the various accounts dealing with capital 
stock, the various kinds of surplus and dividends, 
the effect of dividends on net worth and the legal 
aspects of dividends. All of these subjects are 
completely but concisely treated. 

Methods of determining valuations in mergers 
and consolidations are followed by a complete ex- 
planation of the accounting procedure in the mak- 
ing up of Consolidated Balance Sheets and Profit 
and Loss statements. This chapter is particularly 


well illustrated making it comparatively easy for 
the reader to grasp what is usually a very diffi- 
cult subject. 
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Assets are classified from the standpoint of a 
bankrupt concern, the statement of affairs and 
the realization and liquidation account is explained 
and illustrated in connection with insolvency and 
bankruptcy. The author in dealing with reorgani- 
zations emphasizes the necessity of restating the 
profits under varying conditions, the effect of new 
capital in the reorganized concern, expenses in 
connection with the construction period, and the 
changes in capitalization. 

Six chapters are devoted to the revenue and 
expense accounts; viz, Revenue, Purchases, Pay- 
rolls and Commissions, Expenses, Income Additions 
and Deductions and Profit and Loss Entries. Sub- 
jects discussed are deferred sales income, revenue 
of Contractors, revenue of railroad, electric and 
gas companies, budgetary control of purchases, 
hedging and advanced payment on purchases, the 
accounting for payrolls and commissions where 
various systems of payment are used, the several 
methods of calculating depreciation, the treatment 
of finance charges, sale of capital assets, and stock 
rights. 

The preparation and interpretation of financial 
statements are well treated. The various forms 
are first presented, followed by the more important 
ratios and finally a complete analysis of several 
balance sheets of different kinds of business are 
made. 

The important points of Branch Accounting 
from the routine bookkeeping to the inventory and 
unrealized profit problems are explained in Chap- 
ter XVIII. 

The duties of an executor or trustee are fol- 
lowed with a discussion of the proper distinction 
between corpus and income, the reports necessary 
in handling estates, estate and inheritance taxes 
and the general rules in regard to descent of prop- 
erty. The second volume concludes with a discus- 
sion of accounting for foreign exchange dealers. 

The books as a whole are clearly written and 
where necessary illustrations have been used to 
bring out the difficult points. Each chapter con- 
cludes with questions and problems to be solved. 
The reviewer has been impressed with the large 
number of subjects treated and also with the 
sound theories which have been presented. 

The only adverse criticism that might be of- 
fered is that the material could be better arranged 
so as to have a general transition from the more 
easy problems to the more difficult ones. If these 
volumes are to be used as a text, which the 
content of the volumes leads the reviewer to be- 
lieve, it would be better to leave such problems 
as amortization of premium and discount on bonds 
to be treated in the second volume after the stu- 
dent has had an opportunity to study actuarial 
science. On the other hand, the preparation and 
interpretation of financial statements might better 
be treated in the first volume. , 

The students of accountancy and profession 
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accountants alike are indeed fortunate to have 
the results of the author’s wide experience avail- 
able in these books. 


Wayne F. Gress 


Economics, by Bruce Winton Knight and Nelson 
Lee Smith. Ronald Press, New York, 1929, 
2 vols., pp. x, 1019. 


The present day accountant is necessarily in- 
terested in economics since his task is that of 
providing the information through which manage 
ment may take advantage of and control to the 
greatest possible extent the economic forces af- 
fecting business. Economics is a basic part of the 
training of good accountants and although there 
are many texts available, the subject is of such 
inherent difficulty that new and clear statements 
of the problems are always welcome. The authors 
of this work have introduced only a few modifica- 
tions of commonly accepted theories but they have 
organized their material in a clear and stimulating 
manner. The result is a book of more than ordi- 
nary interest to those concerned with the practical 
application of economics to business problems 
rather than in refinements of theory. 

Discussion of the usual principles and prob- 
lems is included, although the order of treatment 
has been varied from the older method of divi- 
sion into books. The first twelve chapters are 
largely descriptive of our economic organization, 
including four chapters on financial organization 
(money, credit and banking). Price problems are 
introduced somewhat later than is usual, following 
financial organization, diminishing returns, popu- 
lation, risk and consumption. The subordination 
of some of the technical titles to more general head- 
ings makes the index less formidable to the gen- 
eral reader. 

It is a little disappointing to find some im- 
portant present day problems treated only briefly 
and then only as sub-headings in chapters making 
no reference to them. The omni-present farm 
problem receives only two or three pages in the 
chapter on Distribution—Rent. Railroad problems 
are found in a chapter entitled Competition and 
Monopoly; public utility problems receive only 
three pages in the same chapter. A considerable 
portion of each of these discussions is descriptive 
rather than analytical. For either the general 
reader or the student of economics this constitutes 
a defect. 

Except in spots the style and development are 
clear and interesting. The mechanical set-up, that 
is, type and paragraph headings, contributes to 
making the book readable. The mathematical il 
lustrations are in one or two instances rather 
extended and involved for an introductory text 
On the whole, however, the work is a distinct addi- 
tion to the literature of economics. 

W. P. Fisxe 


In 


ve 


R. 

the 

ms 

the 

an 

col 
is 

all 

: ob 

fo 

vo 

ne 

su 

tri 

set 

fa 

ne 

fr 

3 £0 

th 

ab 

an 

an 

: of 

tr, 

re 

pr 

th 

tir 

m 

he 

te 

ha 

di 

ty 

te 

si 

th 


Nelson 
k, 1929, 


irily in- 
that of 
manage 
1 to the 
rees af- 
t of the 
th there 
of such 
tements 
authors 
nodifica- 
ney have 
nulating 
an ordi- 
»ractical 
problems 


d prob- 
eatment 
of divi- 
ters are 
nization, 
nization 
lems are 
ollowing 
3, popu- 
dination 
al head- 
the gen- 


ome im- 
y briefly 
making 
nt farm 
s in the 
tion and 
ive only 
siderable 
scriptive 
general 
nstitutes 


nent are 
-up, that 
butes to 
atical il- 
s rather 
text. 
addi- 


Fiske 


Book Reviews 


Industrial Accounting for Executives, by John R. 
Banks, Jr. McGraw-Hill Book Company, New 
York, 1930. xiv, 449 pp. 


Industrial Accounting for Executives by John 
R. Bangs, Jr., covers a somewhat wider field than 
the average book of the kind. The treatment of 
manufacturing and cost accounts is more complete 
than one expects to find in a text for beginners 
and the chapters on standard costs and budgetary 
control are worth-while innovations. Yet the book 
is penetrative—intensive as well as extensive— 
all within the modest total of 440 pages. 

To gauge this book, one must appreciate its 
objective, must sense the goal its author has set 
for himself. This reviewer understands that the 
yolume is intended primarily for use with engi- 
neering school students. It is assumed that many 
such students will some day utilize their technical 
training in the business world. It would thus 
seem desirable that they have familiarity—indeed 
facility—with the practices and devices of busi- 
ness. Rarely will these men become accountants; 
frequently must they avail themselves of the ac- 
countant’s services. To do the latter profitably 
they must be prepared to evaluate and apply in 
management the internal data of business. The 
ability to read a musical score does not make 
an orchestral director, but as a guide to perform- 
ance the musical score is invaluable in the conduct 
of the orchestra. To learn to conduct an orches- 
tra one must conduct—to learn to use accounting 
records one must diligently practice their inter- 
pretation and application. Therein seems to be 
the weakness of Industrial Accounting for Execu- 
tives. 

The presentation of theory and principle is re- 
markably clear and understandable. The writer 
has never seen an accounting text wherein such 
teaching devices as the diagram and illustration 
have been more effectively used. Much credit is 
due Professor Bangs in this regard. The first 
twelve chapters of the book cover the various 
phases of the construction of financial accounts 
and statements. The treatment is complete, con- 
cise, and clear. There is, however, a startling ab- 
sence of problems and exercises. One regrets that 
the author did not utilize his facility with teaching 
devices and carry the student beyond the stage 
of account and statement, theory and construction, 
into the field of interpretation and application 
in use. Chapters 18 to 18 inclusive on manufac- 
turing accounts and costs are more complete as 
to problem material and application, and one sus- 
_ that it is therein that the author’s interest 

es 


As a whole, the book will be a valuable addition 
to the accounting teacher’s library. When it is de- 
sired to familiarize students with the terms and 
concepts of business as they manifest themselves 
through the medium of accounting records, this 
volume will be found a most excellent teaching 
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vehicle. When the intent is to give the student 
facility in the construction, evaluation or applica- 
tion of such records, the use of this text would 
likely necessitate the addition by the teacher of 
much supplemental material. Possibly Professor 
Bangs in the not too distant future will provide 
us with such supplemental problem material set 
forth in the characteristic clearness and forceful- 
ness of his most admirable Industrial Accounting 
for Executives. 
F. E. Fours 


Fundamentals of Bookkeeping and Accounting, by 
S. Bernard Koopman and Roy B. Kester. The 
Ronald Press Company, New York, 1930. x, 404 
Pp- 

Fundamentals of Bookkeeping and Accounting 
is a comprehensive text book on elementary book- 
keeping. Although first published in 1921, the book 
has been thoroughly revised to meet the need of 
modern methods of teaching. The subject is so 
clearly presented that it may be readily understood 
by the immature high school student. 

The reviewer is heartily in accord with the 
balance sheet method of approach as outlined 
in this text. Through the equation approach, the 
use of arbitrary rules for debiting and crediting 
is eliminated. The student studies bookkeeping 
from the standpoint of reason rather than memory. 

The orderly development of matter logically 
following from the Balance Sheet is worthy of 
mention. 

As stated by the authors, the more important 
features may be listed as follows: 

1. The rapid development of the basic princi- 
ples, resulting in an early introduction to 
record making. 

2. The simple treatment of such topics as ac- 
crual and deferred items. 

8. The wealth of practice material which is most 
essential in a study of this nature. 

It is a more recognized fact that the only way 
to learn to do a thing is to do it. This is ac- 
complished through the application of the labora- 
tory idea. To the reviewer, the wide range in 
practice material makes the book invaluable. The 
problems are practical, ample and clearly stated. 
Each step is clearly explained and the student is 
introduced not only to the theory of accounts but 
how they are kept in practice. A thorough study 
of labor saving devices is made through the me- 
dium of the books of original entry. 

Instead of printed illustrations the book con- 
tains facsimile accounts in script and colors which 
helps the student to become familiar with the 
appearance of real account books. 

The introduction to Business Papers, also the 
study of the nature and function of the bank, is 
a welcomed addition to a text of this character. 

The student who masters this book may feel 
assured that he has thoroughly covered the field 
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of fundamentals of accounting, and also acquired 
a working knowledge of the principles of business 
papers. 

Pumie H. HEenser 


The Control of Distribution Costs and Sales, by 
William B. Castenholz. Harper and Brothers, 
New York, 1930. xi, 191 pp. 


Accounting control over all the operations of a 
business is a problem for which accountants and 
business men have not yet found a complete and 
altogether satisfactory solution. Much has been 
accomplished, in the field of cost accounting as 
applied to manufacturing costs, but the possibility 
and necessity for accounting control over distribu- 
tion costs and sales have been somewhat neglected 
and underrated, until quite recently. Progress in 
the development of the business budget, however, 
has uncovered the possibility of controlling dis- 
tribution costs and sales. The most recent con- 
tribution to the solution of this problem is to be 
found in Mr. Castenholz’s book, “The Control of 
Distribution Costs and Sales.” 

In his preface the author, after recognizing the 
fragmentary contributions of cost accountants and 
industrial engineers, states that his purpose is “to 
consolidate all of the factors involved in these 
problems, and to propose a plan by means of which 
these factors may be placed in their proper position 
in accounting and in business administration.” He 
also comments on the failure of certified public 
accountants to share in the solution of business 
problems, and praises the efforts of cost account- 
ants who are now applying cost accounting prin- 
ciples to all problems of business. Mr. Castenholz, 
who is both a cost accountant and public account- 
ant, and has contributed to accounting literature, 
especially in his Texts, “Auditing Procedure” and 
“Cost Accounting Procedure,” has drawn from 
his experience in both fields, and presents in this 
new book, his ideas of how distribution costs and 
sales can be controlled. 

The chapter titles indicate well the practical 
nature of his discussion: 

The Cost Approach. 

The Two Primary Functions of a Manufactur- 
ing Business. 

What Product to Sell. 

Selling Plans. 

Analyzing Distribution Activities. 

Budgetary Control in Business and in Distri- 
bution. 

Allocating Distribution Costs to Sales Units. 

The Bases and Justification of Distribution 
Cost Allocations. 

Budgeting Distribution Activities. 

Standard Distribution Costs, 

Miscellaneous __ Considerations. (Including 
Branch House Selling Direct-to-Consumer Selling, 
Warehousing, Detailed Sales Analyses, and Retaii 
Distribution Problems). 
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Mr. Castenholz chose to limit his main discus. 
sion to the distribution problems of manufacturer. 
distributors, but adds that also those businesses 
engaged in distribution only, have similar prob- 
lems, which require the application of cost ae- 
counting principles. 

In the first two chapters he presents several 
fundamental ideas that provide the basis for his 
later discussion: 

1. Constructive industrial accounting sets stand- 
ards for performance and costs—it is an 
accounting for the future. 

2. Standard costs are true costs, and excess 
costs represent business losses. 

3. The manufacturer performs only two pri- 
mary functions, he produces and he distrib- 
utes, 

4. Financing is auxiliary to production and dis- 
tribution. 

5. It is good accounting to allocate expenditures 
against the results that are presumed to fol- 
low the expenditures. 

Most accountants would probably agree with 
these suggestions of the author. Some, however, 
might object to his dichotomy of functions, espe- 
cially if they were forced to revamp the organization 
of a business, so that budgetary functional con- 
trol would necessarily follow only those two major 
lines of production and distribution. The re 
viewer has learned from experience that responsi- 
bility for the enforcement of a budget can be best 
vested in several major functional heads, rather 
than only in two. Mr. Castenholz, probably not 
concerned here with the details of budgetary or- 
ganization, is mainly interested in charging all ex- 
penses and costs against the function to which 
they properly belong, so that these costs can be 
standardized and controlled. 

Before he takes up the problem of controlling 
distribution costs and sales the author also sug- 
gests in chapters III, IV, and V a number of 
practical methods that are being used by manu- 
facturers to determine in advance what product to 
sell, how to sell, where to sell, when to sell and 
to whom to sell. He criticizes (pages 32 and 33) 
the wasteful and costly experiments of manufac- 
turers, who use a part of the invested capital for 
creating a market. He recommends (1) that an 
“investigation fund” be used to find out first what 
product will sell, and (2) that various selling 
methods be tested by analyzing selling activities 
by territories and salesmen, and by comparing the 
results of these analyses in terms of net profit. 
Further classification of each salesman’s efforts by 
products, is also suggested, as an effective means 
of determining when to sell, where to sell, and to 
whom to sell. All of these suggestions are sound, 
provided indirect distribution costs are equitably 
allocated to sales units. 

With chapter VI, “Budgetary Control] in Busi- 
ness and in Distribution” the author sets out to 
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demonstrate, what seems to him the best method 
of controlling distribution, both sales and selling 
costs. His method of budgeting sales, like that 
of J. H. Rand, begins with net profit. Net profit 
must be insured. He suggests that sales should 
be set, so that normal production can be main- 
tained. First the amount of normal investment 
must be determined in terms of present-day values, 
a procedure which he believes few accountants 
will approve. “It may be some time before the 
majority of accountants will be able to grasp this 
concept, but then, as long as business has grasped 
jt, no particular harm may be expected. It would, 
of course, be more agreeable for everybody con- 
cerned, if the accountants would emerge from 
their chrysalis of ‘post-mortem’ orthodoxy into the 
light of present day realities.” It seems to the 
reviewer that few accountants would object to 
using present values for budgetary purposes, 
which are statistical in nature. Most accountants 
would, however, object to using present values in 
the ledger or the financial statements. The two 
situations are not identical and would require dif- 
ferent conclusions. The author then recommends 
that the manufacturer determihe what percent 
of normal investment should be expected, and that 
this percentage should be large enough to earn 
the current interest rate, plus enough to reward 
the manufacturer for his risk. Then the difference 
between the expected sales and the expected re- 
turn on normal investment will represent the 
amount to which all costs and expenditures must 
be limited. This method does insure profits, and 
is therefore not without value. The author would, 
however, have seemed more logical, had he sug- 
gested the use of the detailed statistical analyses 
of sales by districts, products, and salesmen, show- 
ing net profits for each salesman, by products, as 
a starting point for the budget of sales. The total 
net profit could still be compared with the theoret- 
ical net profit based on normal investment. The 


author says nothing about the merits of determin- 


ing secular trend, or using other statistical analy- 
ses, in setting the performance standards of sales. 
Past performance, when corrected for avoidable 
mistakes of the past and expected changes of 
the future, does indicate probable and possible 
future performance. 

The author then proceeds to allocate distribu- 
tion costs. His method is scientific in that he 
charges the costs at the points where they are 
incurred. The bases of allocation are also reason- 
able. One of these bases is not altogether con- 
vincing, namely the basis for distributing financial 
and general expenses. The author distributes 
these expenses to products on the basis of relative 
total other costs, and gives his reason, that the 
worth of the funding activity to the various sales 
units can best be measured by the relative use of 
funds shown by these units. It may not seem 
fair that one product should be charged more 


financial expenses than another, simply because its 
distribution requires more salesman’s salaries, or 
more advertising expense, than another. The basis 
suggested, however, may be used, in the absence 
of another that is better. Probably each business 
could find another method, better adapted to its 
own needs. The Analytical Profit and Loss State- 
ment presented on page 97, will interest account- 
ants, because of the detailed distribution of costs 
to districts and products. 

In Chapter X Mr. Castenholz enters upon con- 
troversial ground. He proposes the use of standard 
distribution costs. He recommends that every 
distribution cost be standardized for each sales 
unit and that these standard costs be used in- 
stead of actual costs in monthly profit and loss 
statements. He contends, contrary to Mr. How- 
ard C. Greer, that distribution costs create an 
asset, which finds expression in the inventory of 
Accounts Receivable. Production costs create 
assets, why not distribution costs. He argues that 
the usual monthly profit and loss statement is 
accurate down to the gross profit point, that gross 
profit is a misnomer, since there is no profit in 
business other than net profit, and that from the 
gross profit point down the monthly profit and 
loss statement is “wholly illogical, incorrect, in- 
accurate and meaningless, except as a mathematical 
or accounting compilation.” Such a procedure the 
author labels as “irrational,” and he describes the 
accountant who prepares such statements as “sim- 
ply mentally muscle-bound. He should know 
better and he probabiy does, but his orthodox 
catechism still forces him to mumble about ‘actual 
expenditures’ alone being reliable, with regard to 
selling and administrative expenses.” He also 
points out the fact that the actual distribution 
costs of any month relate to sales of later months, 
and current sales are made by costs of previous 
months. 

Then the author presents a monthly profit and 
loss statement, in which he shows the sales for 
each district, from which are deducted the dis- 
trict’s production and standard distribution costs, 
leaving net profit. He also shows the following 
journal entry that would be made at the end 
of the month if standard distribution costs are 
brought into the ledger: 

Dr. Standard Distribution Costs. 
Cr. Reserve for Standard Costs. 
Actual distribution costs are charged currently 
during the month to an account, Deferred Dis- 
tribution Costs. It is presumed that at the end 
of the year Standard Distribution Costs Account 
is closed to Profit and Loss, and the Reserve for 
Standard Distribution Costs is closed to Deferred 
Distribution Costs, thus leaving a debit balance 
in the Deferred account if the actual expenses 
exceeded the standard, which balance may be 
closed to Profit and Loss, when it represents a 
business loss due to an avoidable error, or be 
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retained as a deferred item in the ledger, if it 
represents an expense for stimulating sales of a 
future period. 

The reviewer wishes to express the belief that 
Mr. Castenholz’s idea is altogether logical and 
reasonable. There is no good reason why account- 
ants should be willing to show monthly net profits 
that are incorrect, because of inaccurate calcula- 
tion of expenses for the period. If distribution 
costs incurred in one month benefit future periods, 
those costs should be deferred, like prepaid in- 
surance is deferred. The suggestion of the author 
may be new, and as yet untried, to any great ex- 
tent, but that does not mean that the method is 
without value. It is in agreement with sound 
accounting principles. Whether or not it will be 
adopted in general practice will depend to a great 
extent upon whether business men will find the 
method profitable for controlling distribution costs. 
The merit of the idea will be measured by the 
test method. Accountants are, as a rule, open- 
minded. 

The reader of this book will find also in the last 
chapter interesting ideas on the problems of con- 
trolling distribution activities in branch house sell- 
ing, retail selling, and warehousing, also practical 
suggestions on more detailed sales analyses. 

The book is apparently not intended primarily 
as a text book, since the author has not included 
problems, but it will be valuable as a book of 
reference for university and college classes in 
Accounting Control, Budgeting, and Managerial 
accounting. It will appeal strongly to business 
executives and managers, who control distribution 
activities. Practicing public accountants and in- 
dustrial accountants, as well as budget executives, 
will be stimulated to give more careful study to 
distribution costs and methods of controlling such 
costs. 

Epwin L. Tueiss 


Forms in Modern Business Systems. Systems 
Service Division, Gilman Fanfold Corporation, 
Ltd., Buffalo, New York, 150 pp. 


These pamphlets consist of two groups, one of 
seven numbers and a single pamphlet discussing 
adaptation of printed forms to various business 
needs. 


Group I—Forms in Modern Business 
I What are Forms 
II Form Design 
III Form Design 
IV Paper in Relation to Forms 
Printing 
VI Continuous Forms 
VII Procedure and Looking Ahead 
Group II 
I Systems 


Although obviously published as a type of ad- 
vertising, the series constitute a valuable and 


interesting discussion of the principles behind the 
designing of forms for accounting and production 
control. Considerable emphasis is placed upon 
multiple and continuous forms. The group of 
pamphlets will be of material interest to all con- 
cerned with the problems of control of industry 
through records systems. 
Wrman P. 


Elementary Training for Business, Revised by 
Wilkes, York and Tirrell. The Ronald Press 
Company, New York, 1929. xi, 351 pp. 


The Revised Elementary Training for Business 
is a textbook for use in the junior high schools. 
Its aim is to be practically useful and, at the 
same time, truly educational. 

Before proceeding to review the book itself, 
the reviewer deems it necessary to call attention 
to the principle underlying all business education: 

The youth of savage tribes finds the subject 
matter for his education in the jungle in which 
nature has placed him. He must learn how to get 
active support and comfort from it for himself and 
his tribe. The youth of present day civilization 
has as the subject-matter of his education the 
jungle of organized relationships and mechanized 
processes which society has created for its own 
and his well-being. Nature’s jungle is fairly sim- 
ple; society’s jungle is highly complicated. Com- 
plete and fruitful living demands that all youth 
have an understanding of and an ability to use 
and conserve society’s economic forces and devices. 

In rather a blind and unconvincing way the 
commercial courses in our high schools have been 
and are practical pioneers in introducing boys and 
girls to their economic environment. Just as the 
tribal medicine-man had in his practice only a 
few helpful remedies, but much ceremony and 
noise, so the high schools have had only a few 
prescriptions to offer, these being mainly the sub- 
jects of bookkeeping, shorthand and typewriting, 
with other subjects occasionally included for bulk 
or educational flavor. These prescriptions have 
alleviated the economic growing-pains of a con- 
siderable portion of the boys and girls who took 
them. For the high school boys and girls who 
took something else instead, to say nothing of 
the still larger number of boys and girls who 
never reached the high school, the man-made 
jungle became even more a thing to fear and 
avoid rather than a field to enter and enjoy. 

With the coming of the junior high school it 
has been easy to see that the conventional com- 
mercial courses have met but a very small part of 
the real need. What is needed, is an elementary 
study—one adapted to the comprehension, experi- 
ence, and imagination of the younger adolescent 
boys and girls—of the relationships, tools and 
devices available to those who would render eco- 
nomic service to others and thereby insure at least 
a living for themselves. 
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The formulation of a title for such a course of 
study has been decidedly easier than the selection 
and organization of the subject matter and its 
method of presentation. Such titles as “Elemen- 
tary Training for Business,’ and “Junior Busi- 
ness Training,” quite effectively indicate the 
motive underlying the course, but the real ob- 
jectives are as yet not clearly defined. In the 
writing of textbooks for the junior high school 
course the present fashion is to quite definitely 
split up the work into its informational and its 
vocational aspects. In the informational portion 
there is supplied much detailed information which 
is of practical every-day value, but which, never- 
theless, is neither freely known nor used by a 
large portion of the people. In the vocational 
portion the pupils are introduced insofar as can 
be done in school, to a great variety of the more 
petty duties which fall to the lot of young people 
entering business. There is plenty of room for 
argument, pro and con, as to the comparative 
value of these two phases, and even as to the 
desirability of taking up either. Some maintain 
that the information, while valuable, is not mate- 
rial for school study; that it should be learned, but 
not studied; and some claim that emphasis on the 
vocational phase tends to encourage young people 
to leave school as soon as they have acquired a 
modicum of ability. 

With the above as a background, let us pro- 
ceed with the review of this textbook. The text 
is written with the idea that all persons, irrespec- 
tive of occupation, are at least consumers of serv- 
ices of business, and therefore should have an 
understanding and a correct attitude toward their 
use and production. If this viewpoint is accepted, 
and it seems correct to your reviewer, all junior 
high school boys and girls should take such a 
course. It will not yield identical profit to all— 
but regardless of their next step, it will be profit- 
able to all. To many it will be exploratory, giving 


experience in relationships that they would get 


nowhere else and if they turn even exclusively to 
other fields their lives will still be the richer be- 
cause of this course; to others it will serve as a 
try-out course, allowing them to judge as to 
whether or not they find in business activities an 
opportunity for self-expression and the satisfaction 
of accomplishment. To still others, a compara- 
tively small group, it is to be hoped, it will be 
prevocational, furnishing a minor but real equip- 
ment for the boy or girl who must begin to earn. 
The positions covered are, it is true, minor and 
petty, and could be readily learned on the job 
itself, but the building up in the individual pupil 
of a correct attitude toward service and business 
is a sustained and cumulative process that is worthy 
the best effort of the school. To all it will serve 
as guidance in further study or work. 

The text is well written; the fact thut it dis- 
cusses: office activities as exemplified in three di- 


831 


vergent lines of work, namely, insurance, manu- 
facturing, and wholesale grocery, occasions its 
division into three parts, but the discussion is well 
organized, continuous, progressive, and without un- 
desirable repetition. The authors’ viewpoint is 
pupil development rather than vocational skill, al- 
though they quite evidently try to cater to the 
vocational demand. There is constant recall of 
the pupils’ attention to the intangible but vital 
elements of character, and the spirit of service. 
The relationship of the business to society of the 
various clerical positions discussed—there are thir- 
teen of these—to the business and to each other 
is continuously developed. The illustrations are 
well-chosen; the exercises and practice work are 
well prepared; the budget of forms is complete 
and attractive. In the hands of a teacher who her- 
self has some knowledge of and sympathy for busi- 
ness as a social device this textbook will have real 
educational value. 
A. H. Sprout 


Casualty Insurance Accounting, by Robert Sedg- 
wick Hull. Ronald Press Company, New York, 
1980. xii, 325 pp. 


Insurance is a highly specialized form of busi- 
ness enterprise, hence requires the employment of 
specialized accounting methods. It illustrates the 
use of accounts with a view to the derivation of 
statistics to be used in determining operating poli- 
cies and procedure. Lack of adequate literature in 
the specialized field of casualty insurance is the 
occasion for the present volume, which is pub- 
lished under the auspices of the Casualty Actu- 
arial Society. The book is the result of the study 
of the best accounting systems in use by leading 
companies, so is not written from the point of view 
of any one man or company. 

A brief outline of the book follows: 

Chapter I treats of accounting fundamentals, 
being an introduction to the theory of double 
entry. Chapter II is concerned with accruals and 
reserves, and compares the cash and accrual bases 
of accounting. Chapter III presents a general 
description of the subject matter of insurance ac- 
counting, and explains the insufficiency of the 
ledger as an accounting record in insurance ac- 
counting. Chapter IV details the accounting re- 
quirements of the insurance annual statement. 
Chapter V explains the insurance accountant’s 
problem in connection with vouchers, books of 
original entry, and controlling accounts. Chapter 
VI describes and illustrates the organization of 
a casualty insurance company, explaining in de- 
tail the interrelation of the accounting, statistical 
and actuarial departments. Chapter VII explains 
the importance and use of mechanical aids. Chap- 
ter VIII covers accounting for premiums and 
commissions. Chapter IX deals with the computa- 
tion of premium reserves. Chapter X explains 
methods of accounting for losses and the com- 
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putation of loss reserves. Chapter XI contains 
a detailed explanation of experience records. 
Chapter XII treats of bonding accounts. Chapter 
XIII covers the accounting treatment of expenses 
with special reference to account classification. 
Chapter XIV, on investments, presents several 
methods of bond amortization. Chapter XV is a 
detailed explanation of the technique of prepar- 
ing and auditing the annual statement. 

To offer a detailed criticism of this specialized 
manual is not the reviewer’s purpose. The thor- 
oughness with which the subject is covered gives 
evidence of the author’s experience and ability as 
an authority on casualty insurance accounting. 
One seeking information on the technical aspects 
of the subject will find in this volume a well 
organized and well presented body of data which 
reflects the experience of some of the best man- 
aged companies. Acknowledging the general au- 
thoritativeness of the book, it may be of interest 
to call attention to certain of its features. 

Individual risk experience lies at the base of 
the insurance structure. Necessarily, the actuary 
deals with averages; yet these are built upon the 
experience of individuals and are materially af- 
fected by the individual risk. Moreover, the per- 
sonal character of the assured is the most im- 
portant consideration in deciding whether or not 
to renew risks being carried. “It is important, 
therefore,” says the author, “that individual ex- 
perience records be kept, and that they be brought 
to the attention of the underwriters whenever un- 
usual losses develop.” (p. 190.) By keeping an 
adequate record of individual risk experience the 
necessary information on which to base decisions 
may be presented to the underwriters when the 
loss incurred on a policy reaches a certain per- 
centage of the premium. Thus they are enabled 
to give detailed attention to the risks that are re- 
sulting in losses. As a consequence they may be 
able to help the assured to find ways of reducing 
his losses. 

That the problem of burden application arises 
in casualty insurance accounting is shown in the 
discussion of the “expense constant,” which may 
be regarded as applicable to all risks under a 
given size. This is the cost of issuing a policy 
of minimum size and its use results in a corre- 
sponding reduction in the expense loading under 
other classifications. 

Notable among the features of the author’s dis- 
cussion of expenses are his suggestions regarding 
the allocation of salaries (pp. 246-247). It is the 
largest single item of expense and there are cer- 
tain other expenses which are distributed on the 
same basis. 

“A correct expense allocation,” we are told, 
“also is the first step toward a fair comparison 
from period to period of the efficiency of the com- 
pany and departmental management.” (p. 244.) 

Whereas in most lines of business profit or 


loss on securities owned is recognized only when 
realized through sale, in insurance accounting as. 
sets are valued on the basis of immediate realiza- 
tion, necessitating the entry on the books of in- 
creases and decreases in the values of assets 
resulting from fluctuating market values. Due 
recognition of this principle is found in the detailed 
discussion of the accounting treatment to be ac- 
corded such fluctuating values. 

The book is well printed and possesses no typo- 
graphical errors of material importance. 

Eart A. 


Accounting Principles and Procedure, by Goggin 
and Toner. Houghton Mifflin Co., Boston, 1930, 
viii, 496 pp. 


In their preface, the authors set forth the pur- 
pose of their text, and describe its contents perhaps 
more thoroughly and with a greater familiarity 
than any examination of the reviewer renders him 
capable of doing. The book is intended to pro- 
vide material for a year course in college account- 
ing. The authors indicate that the text, prior to 
publication, has been tried in classrooms, and 
found logical and simple, as well as teachable and 
interesting. 

The text is divided into two parts, each accom- 
panied, under separate cover, with a laboratory 
manual. Although the assignments are generally 
good, the student is not given enough practice-set 
experience to establish in his mind the true nature 
of bookkeeping. The set contains one month’s 
transactions, numbering about sixty-five. These 
are entered and posted on forms in the manual, 
which, although properly ruled, in no other way 
resembles a set of books. If standard forms were 
provided, and several hundred transactions cov- 
ering a four or five-month period were given, 
the student would more readily visualize the opera- 
tion of a going concern. 

The authors develop their subject using the 
balance-sheet approach. Chapter I emphasizes the 
fundamental principles underlying the balance- 
sheet equation; property, ownership, and the acqui- 
sition of property are illustrated and defined, thus 
providing a foundation upon which to build the 
theory of debit and credit. 

Certain features of the early chapters indicate 
a knowledge on the part of the authors of the 
difficulties met with by the beginning student of 
accounting. Stress is placed on the classification 
of accounts, a problem which never fails to cause 
considerable difficulty for the beginner. Forms are 
provided in the manual, and problems requiring the 
distribution of accounts under their proper head- 
ings are numerous. Even the treatment of errors 
before and after posting is explained and care- 
fully illustrated. The uninitiated perhaps see no 
reason for not making an erasure on the books. 
Not infrequently do uninformed bookkeepers make 
this mistake, creating thereby unwarranted appre- 
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pension and suspicion in the minds of their em- 
ployers. : 

The introduction to financial statements is sim- 
plified by illustrations of the six-column statement 
and explanations of the relationships existing be- 
tween the trial balance, statement of profit and 
joss, and balance sheet. Properly following this 
division is the chapter dealing with the closing 
of the nominal accounts into the profit-and-loss 
account. 

At this point (Chapter VIII) the mechanics of 
accounting or bookkeeping in their simplest forms 
have been introduced. What follows is, generally 
speaking, a complication of what has preceded. 
Two chapters are devoted to the idiosyncrasies 
involved in the accounting procedure of a trading 
business; the first being a careful description of 
methods followed; and the second, an exercise 
flustrating in great detail the entries and accounts 
necessary to record transactions met with in an 
enterprise of this kind. 

Curiously out of keeping with the logical de- 
yelopment of the text, is Chapter V, on nego- 
tiable instruments. The subject is well handled 
and’ complete, and a lesson in commercial law is 
undoubtedly valuable, but there is less justifica- 
tion for its appearance in an elementary text on 
accounting than a discussion of corporations and 
partnerships. 

The chapter on banking relations is worthy 
of comment. Unusual detail, such as the steps 
required in the opening of a checking account, the 
nature of deposit slips, the purpose of a bank 
pass-book, and illustrations of a check-book page 
are given the student, all invaluable information, 
but, it seems, no new things to persons of college 
age. Excellent material on bank statements, bank 
reconciliations, and interest and discount as re- 
lated to bank practice are presented, bringing 
to the reader’s attention essential knowledge of 
bank operations. 

Controlling accounts, specialized journals, in- 
ventory adjustments, and a work-sheet analysis 
are subsequently introduced; the technique of 
balance-sheet and profit-and-loss statement con- 
struction, and the peculiarities of partnership for- 
mation and dissolution effectively conclude the 
text. 

Generally, the treatment of accounting by the 
authors is admirable. No difficulty should be met 
with in presenting the subject to the student; ideas 
are simply conveyed to the reader, and no im- 
portant phases have been omitted. 

E. L. Sanppere 


Aptitude Testing, by C. L. Hull. World Book 

Company, New York, 1928. xi, 535 pp. 

In view of the discussions regarding the whole 
field of aptitude testing, this book of Dr. Hull’s 
comes as a refreshing piece of technical literature. 
Dr. Hull approaches his problem from three angles: 


(1) an account of the fundamental principles 
underlying the whole scheme of aptitude testing; 
(2) a comprehensive and complete description of 
the most effective and trustworthy aptitude tests; 
(8) a statistical procedure for evaluating test re- 
sults and interpreting them for use in prognosis. 

The author of this book has had years of 
experience in dealing with this whole problem of 
aptitude testing, and he has brought a wealth of 
material into his book which should be in the 
hands of every person interested in a testing pro- 
gram. ‘The book is well illustrated with charts 
and graphs as well as the reproduction of a 
number of actual aptitude tests now being used 
in the fields of education, industry and business. 

The latter part of the book is given over to 
a comprehensive treatment of educational statistics 
and contains many charts, diagrams and tables for 
ready reference. 

Of all the books written about the problem of 
aptitude testing this book seems to cover the field 
most adequately. 


F. C. 


American Investment Trusts, by John Francis 
Fowler, Jr. Harper & Brothers Publishers, New 
York and London, 1928. xii, 415 pp. 


A treatise on investments, with the present 
condition of the investment market, doubtless does 
not have anything like the appeal to readers that 
existed fifteen to eighteen months ago. This book 
on American Investment Trusts is, however, a very 
informative volume and merits the careful reading 
of anyone interested in this field. I think prob- 
ably the outstanding characteristic of the book is 
this feature just referred to, namely, its fund 
of information. While mooted points as to the 
character of such trusts and their managerial poli- 
cies are mentioned, and in most cases their re- 
spective advantages and disadvantages are set 
forth, the average reader will probably feel that 
the author himself has in many instances not ex- 
pressed a positive conviction as to his own ideas 
relative thereto. This may appeal to the pride 
of some readers in their ability to decide things 
for themselves, yet the average reader finds it 
just a bit more satisfactory if a definite con- 
clusion is stated by the author—one which he is 
willing to defend vigorously. 

The following list of chapter titles will indicate 
the scope and content of the book: 

1. History of Investment Trusts 
2. Survey of Present Development 
8. Statutory Trusts 
4. Statutory Trusts-Continued 
. Contractual Trusts 
. Contractual Trusts-Continued 
. General and Specialized Trusts 
. Further Analysis of the Portfolio 
. Investment Restrictions 
Management of the Portfolio 
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11. Management of the Portfolio-Continued 

12. Accounting Procedure 

18. Accounting Procedure-Continued 

14. Problems of Taxation 

15. Promotion Policies 

16. How to Invest in an Investment Trust 

17. Public Regulation 

18. Place of Investment Trusts in American Fi- 
nance 

For the accounting reader there are the two 
chapters dealing briefly with accounting practices 
and also the chapters dealing with the analysis 
of the portfolio and with the problems of taxa- 
tion which are of particular interest. The divi- 
dend policies of an investment trust are always 
interesting and serve also as a basis for judging 
the degree of conservatism reflected by manage- 
ment policies. The author mentions five dividend 
policies open to the trust, namely: 

(1) Until thoroughly well established and in a 
position to show with fair accuracy the 
stability of earning power, investment 
trusts may pay no dividends. 

(2) A stipulated rate or graduated scale of 
dividends may be established from the be- 
ginning. 

(8) Dividends may be paid without establish- 

ing a regular rate. 

Provision is sometimes made that dividends 
be paid only out of earnings from a given 
source; such, for example, as those aris- 
ing from interest and dividends received on 
securities in the investment fund. 

(5) All earnings including the profits made 
from trading may be paid out. 

The policy to be adopted depends largely on the 
conditions in a given case. The author makes an 
interesting comment, without, however, giving any 
supporting authority for it, in the statement on 
page 159 that, “The legal prohibition against pay- 
ing dividends (other than liquidating dividends) 
except out of current or accumulated earnings does 
not apparently apply to the contractual trusts.” 

As to the proper dividend procedure in con- 
nection with the proceeds from the sale of stock 
dividends and subscription rights, the author sug- 
gests that: “If the proceeds include a profit over 
the original cost of stock, that profit is legitimately 
classed as income. The remainder represents re- 
turn of capital.” Many readers will doubtless take 
issue on this point. Probably the statement quoted 
is nothing more than a suggestion as to a rule- 
of-thumb method of determination of income 
available for dividends. 

There is also an interesting question of valu- 
ation as to the application of the cost or market 
valuation formula. Some practical illustrations of 
the determination of cost are interesting. The 
effects of the various valuation policies are 
analyzed from the standpoint both of an upward 
market and a downward market. 


(4 


In chapter 10, dealing with the management of 
the portfolio, two criteria of investment policy 
are given as follows: (1) Is the present income 
(of a security) in the form of interest or divi- 
dends attractive in view of the market price for 
the security; (2) What is the prospect that the 
security will increase in market value. The com. 
ment made on these two criteria as reflective of 
investment policy, is: “Should the investment trust 
be concerned primarily with the interest and divi- 
dends received from the securities which it buys, 
or should it emphasize rather the probability of 
enhancement in value.” In view of the present 
stock market situation these criticisms and com. 
ments are extremely interesting. 

An attractive feature of the volume, from the 
standpoint of the interested student is the wealth 
of original material given in the appendices. The 
following list of appendices indicates the nature 
of this material: 

Appendix A—Classified Directory of American 
Investment Trusts. 

Appendix B—Statutory Trusts—Specimen 
Charters and By-Laws. 

Appendix C—Contractual Trusts. 

Appendix D—Specimen Reports. 

Appendix E—Tabulation of Resources, Capi- 
talization, Earnings, etc. 

Appendix F—Specimen Organization Charts. 

Appendix G—Bibliography. 

As said above, the volume is excellent from the 
standpoint of its informative content and further- 
more because it is an up-to-date presentation of 
current American investment trust policy. 

Roy B. Kester 


The Stock Market Crash—And After, by Irving 
Fisher. The Macmillan Company. New York, 
1930. xxvi, 286 pp. 


Professor Fisher was among those who in the 
late summer ‘of 1929 were still maintaining that 
stock prices were not greatly inflated and that 
there were no reasons to fear a market crash. 
After the momentous events of October and No 
vember he evidently felt impelled to make clear 
to the public that the panic had not at all dis 
credited his previous position. One gathers from 
the resulting book, which apparently was written 
in December, 1929, that, in the main, Fisher was 
right and the stock market wrong. 

The first one hundred pages of the book are 
devoted to a consideration of the events and con- 
ditions leading up to the panic, the course which 
it ran, and its probable effects. Several chapters 
are given over to a discussion of the changes in 
economic affairs during the past decade which have 
greatly increased the “tempo” of business and 
which have produced and justified a higher “pla- 
teau” of stock prices, to use Fisher’s terms. One 
of the final chapters points out possible remedies 
and preventives of stock market panics and the 
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book ends on an optimistic plane with a cheerful 
chapter entitled, “The Hopeful Outlook.” 

Professor Fisher maintains that until the last 
few weeks of the boom stock prices were not in- 
flated. He says, “My own impression has been and 
still is that the market went up principally because 
of sound, justified expectations of earnings, and 
only partly because of unreasoning and unintelli- 
gent mania for buying.” (P. 58.) “It seemed ex- 
tremely probable that 1930 would show still higher 
earnings and go on justifying the situation of 
buyers in 1928 on a rising market.” (P. 85.) He 
admits, however, that just prior to the break, 
“speculation became feverish and unhealthy and 
stock prices mounted to a dangerous peak.” 
(P. 84.) 

In considering the causes of the panic Profes- 
sor Fisher discusses some seventeen alleged con- 
tributing factors, to most of which he apparently 
attaches some weight. The chief cause, however, 
he finds in the “general overextension of margin 
accounts.” This overextension placed the market 
in a very weak technical position. When once it 
started downward “it produced a vicious circle 
in which people were selling who wanted to buy.” 
(P. 55.) “Had there been no piling up of mar- 
gin accounts . . . . there would probably have 
been no panic.” (P. 268.) “The panic was ‘tech- 
nical?’ in its character and largely artificial.” (P. 
15.) 

Professor Fisher emphasizes the fact that the 
panic failed to destroy the new “plateau” of stock 
prices that had been created by the long bull 
market. At'the time he was writing (December, 
1929) the level of stock prices was still 55 per 
cent higher than it was in 1926. He believed, how- 
ever, that conditions justified a level 75 per cent 
higher than in 1926. (P. 83.) 

The reader is then diverted from a contem- 
plation of the havoc wrought by the panic to a 
consideration of the factors which have produced 
this new plateau and which, Professor Fisher says, 
will “enable the reader to gauge more accurately 
the future situation of the stock market.” Nearly 
half the book is thus devoted to pointing out the 
economies and increased efficiency resulting from 
such things as mergers, scientific research and in- 
vention, scientific industrial management, labor’s 
cooperative policy, prohibition, and a stable price 
level. Fisher does not maintain that these factors 
have produced a radically different “new era” but 
he does insist that they have greatly intensified 
the “tempo” of business activity. 

In the chapter dealing with remedies and pre- 
ventives of panics a great many suggestions made 
by various persons are rather lightly touched upon. 
No carefully planned program of prevention is 
presented. 

In looking toward the future, Professor Fisher 
could see no reason to be pessimistic. “The fac- 
tors leading to the crash were not factors of de- 


pression but of prosperity, unexampled prosper- 
ity.” (P. 257.) “The effects of the crash were 
largely psychological. . . . . For the immediate 
future, at least, the outlook is bright.” (P. 269.) 
To any one reading the book at the present 
time, in the light of business conditions since it 
was written, its mistakes are obvious. Professor 
Fisher’s great error, in his position both before 
the crash and in writing this book, lay in not 
perceiving that a period of depression was at hand. 
Prior to the crash he maintained that the ~aarket 
was not greatly inflated, because corporation earn- 
ings justified the level of stock prices. After- 
wards he insisted that the crash was due to 
technical conditions and that stock prices had been 
carried to unjustifiably low levels. He failed to 
take into account the possibility that corporation 
earnings might seriously decline. In his discussion 
of the causes of the panic he gives but slight space 
and emphasis to business recession as a con- 
tributing factor. In the light of present condi- 
tions his statement that “had there been no Hatry 
failure (a large London brokerage house) ... . 
it is quite arguable that there would have been no 
American panic” (P. 263) is absurdly naive. 
Anything that Professor Fisher writes is cer- 
tain to be interesting and well worth reading. The 
present volume is no exception. But one can not 
escape the feeling that it is a hastily written 
apologia which is not worthy to come from the 
pen of a scientific scholar such as Professor Fisher. 
Before presenting to the public an analysis of the 
causes of the panic and of the lessons to be 
learned from it, he could well have waited until 
the smoke of the conflagration had cleared away. 


Vmew 


Accounting Theory and Practice, by Roy B. Kester. 
The Ronald Press Company, New York, 1930. 
xx, 801 pp. Vol. II. 


The new edition of Professor Kester’s “Ac- 
counting, Theory and Practice” is a most compre- 
hensive treatise of the subject of modern account- 
ing. It brings to the foreground the changing 
improvements in accounting practice and the grow- 
ing tendency for managerial control through the 
medium of accounting. 

In his preface Professor Kester calls attention 
to the necessity for change to meet the demand 
of modern business, which in turn calls for a more 
thorough understanding of the fundamentals of 
accounting, and a broader knowledge of their ap- 
plication. 

In contrast to Volume one, this new edition fol- 
lows the modern idea of presentation by ex- 
plaining fundamental principles, using the financial 
statement as a starting point. It sets forth definite 
procedure, describing and illustrating the chief 
books of original entry and the ledger. It explains 
the binding of all the various types of transac- 
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tions, and the successive steps in the mechanics of 
record keeping. 

The method of presentation should appeal to 
the business executive, who is finding it more and 
more necessary to have a working knowledge of 
accounting. In fact, it points the way to a better 
appreciation of the need for a knowledge of the 
subject. 

The text gives a well organized treatment of 
the features of partnership and corporation ac- 
counting, office organization for control, relation 
between accounting and the problem of adminis- 
tration, and the analysis and interpretation of re- 
ports by executives. 

The inclusion of the chapter on the manufactur- 
ing corporation, marks a decided step in advance- 
ment. While it does not treat of the intricacies 
of cost accounting, it does present the essential 
factors going to make up costs. For the student 
and also the business executive, this is an in- 
valuable addition. 

Chapter twenty-nine on the voucher system is 
also a worthy addition to this new text. A clear 
and orderly presentation of the subject prevails 
throughout the chapter, and the forms give mate- 
rial aid to complete understanding of the subject. 

A section is devoted to the relationship between 
accounting and business management. This in- 
cludes buying, manufacturing and stock control. 
The treatment of the retail method of inventory 
is very adequate. In fact, the handling of the 
entire subject of stock control, sales, including 
consignment sales, is very comprehensive. 

In passing, the reviewer feels he must mention 
the adequacy of the chapter on “The Financial 
Aspect of Business.” 

The completeness of the work makes it an ad- 
mirable reference book and should be in the hands 
of every accountant and business executive. The 
presentation is exceedingly able, and the continuity 
is well maintained, even though the movement is 
very rapid. 

To the reviewer, the final chapter on “Analysis 
and Interpretation of Reports” is particularly in- 
teresting. The purpose of this chapter is to ex- 
plain the system of ratio analysis, and the compari- 
son with standards commencing with the common 
ratio of current assets to current liabilities. Nu- 
merous other ratios are suggested for the guidance 
of the executive in studying the trend of a busi- 
ness from period to period. Readers of the book 
will find it to be not only interesting but well 
worth while. 

The volume is well written and the text is ad- 
mirably presented. 

One cannot read this work without recognizing 
the thorough grasp Professor Kester has of both 
the theoretical and practical aspects of the sub- 
ject, and appreciating the deep research and or- 
derly thought which his enthusiasm has caused him 
to devote to this work. The Appendix to the 
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text contains a world of practical material which 
is invaluable. 
Purr H. Henser 


Subdivision Accounts, by Herbert F. Taggart, 
University of Michigan, Bureau of Business Re- 
search, Ann Arbor, 1930. 89 pp. 


The above title describes one of the Business 
Studies, issued by the School of Business Admin- 
istration of the University of Michigan and written 
by the Assistant Professor of Accounting, who, 
while gracefully acknowledging indebtedness to 
certain accountants, frankly assumes personal re 
sponsibility for the opinions expressed in the 
volume. 

Although “Subdivision Accounts” are of inter- 
est to accountants throughout the land, very little 
has been written on the subject, as is shown in 
the bibliography; and probably the publications of 
the Treasury Department and of the Board of 
Tax Appeals exceed all others, not only in volume 
but in their variety, although many say, with Addi- 
son, “Amidst the soft variety I’m lost.” 

This dearth enhances the intrinsic value of the 
Professor’s work, which is considerable, for the 
eighty-nine pages touch, if but lightly, on most 
of the phases of “Subdivision Accounts,” includ- 
ing the complications arising in connection with 
installments and with commissions. The book 
bears unmistakable signs of having come from the 
study of a Professor, rather than from the desk of 
an accountant, which, perhaps, also adds to its 
interest in the eyes of a practitioner. 

This fact might lead one to expect a treatment 
based on academic or theoretical grounds, rather 
than on current practices, which, as the author 
says, are not uniform and which frequently are 
based on considerations of convenience, or expedi- 
ency, rather than on correct theory. 

Such a reader may feel surprise at the deference 
paid by the author to the Regulations and Bulle- 
tins of the Treasury Department, to which refer- 
ence is made with a respect almost equal to the 
reverence observed by a Rabbi to the law and 
the prophets: a feeling which is not shared by all 
those accountants who have appeared before those 
prophets, some of whom may be properly classed 
among the minor prophets; while a few, alas! 
might, by the cynical, be placed among the false 
prophets who worship in the house of Baal rather 
than in the temple of the true God. 

Most of the complications met with in dealing 
with “Subdivision Accounts” arise in connection 
with the determination of the profits, but the Pro- 
fessor makes no mention of the fact that these 
difficulties are due to the general acceptance of 
a convention for which little, if any, solid founda- 
tion can be found in the theory of accountancy, or 
of economics. 

Probably, he would accept the commonly re- 
ceived definition that “profit” is the excess of the 
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amount received for something over and above 
the cost thereof, and would admit, as a corollary 
to this, that no profit can exist until the cost has 
been recovered. 

Yet, the Professor, accepts without comment the 
dictum of the Regulations which “Splits up each 
dollar received between return of investment and 

ss income.” ‘The reviewer is aware that this 
practice originated long before the infliction of 
an Income Tax and was devised to enable Directors 
to pacify, or satisfy, dividend hungry stockholders. 

Still, it is a convention instituted as an ex- 
pedient and this fact should not be over-looked. 
It may be argued that the vendor does receive 
something representing the entire purchase price, 
but this something may be, and frequently is, 
merely a piece of paper entailing no obligation on 
the part of the vendee to complete the purchase. 
Originally, it was frequently in the form of a 
lease, often it is in the nature of an option, and 
these facts were impressed upon all who were in- 
volved in the Florida Real Estate Boom, for, when 
that collapsed, hundreds of millions, perhaps bil- 
lions, of dollars of so-called securities became 
valueless. 

When dealing with accounts representing a large 
number of sales, some proof should be furnished 
that all sales are entered on the books, and some 
safeguard should be provided to prevent omis- 
sions which may so easily occur, but this point 
receives little, if any, attention. 

One must deal considerately with a small book 
dealing with a large subject, but one regrets cer- 
tain omissions which are apparent to those who 
have had extended practice in this branch of 
accounts. For example, no mention is made as 
to the treatment of accounts in which all the in- 
stallment payments are equal in amount, each 
one including some principal and some interest, in 
varying proportions. This method is in use and 
may become more general as the vendors of motor 


. tars, radios, etc., have done much to accustom 


purchasers to it. 

One would have welcomed, too, some discussion 
as to the wisdom of, or the necessity for, the differ- 
ence in treatment imposed by the Regulations in 
connection with re-possession of properties where 
title has passed to the purchaser and those in 
which it has been retained by the vendor. To 
many, these differences appear arbitrary and futile, 
but the Professor, while describing them clearly, 
accepts them without a murmur. 

Perhaps nothing connected with “Subdivision 
Sales” calls for as much detail as does the proper 
recording of commissions, which vary in amount, 
in the method of calculation and in the method 
of payment—or non-payment; in one case within 
the reviewer’s experience the non-payments 


amounted to about a quarter of a million dollars. 
Such conditions give rise to the wish that the 
Professor had enlarged upon these matters. 
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To the student the “Study” should be of great 
assistance; the practitioner will differ with few, if 
any, of the Professor’s suggestions, although he 
may hesitate to yield such complete obedience to 
all Regulations and Decisions and will desire a 
more complete treatment of some of the details. 

The subject of “Subdivision Accounts” bristles 
with details and anyone acquainted with the matter 
must realize the impossibility of presenting a com- 
plete treatment in eighty-nine pages. Still, the 
book is welcomed and is a contribution of value: 
it may not afford the hungry student with a com- 
plete diet, but even if it be but gruel, it leaves 
one, like Oliver Twist, asking for more. 


Watrer Muckiow 


Stock Movements and Speculation, by Frederic 
Drew Bond. D. Appleton and Company, New 
York, 1980. xii, 211 pp. 


The stock market, like many other dangerous 
things, possesses a peculiar interest. Consequently, 
whenever there appears a really scientific study 
of this phenomenon of American aggressiveness 
along financial lines it is certain to receive a wel- 
come reception. 

Mr. Bond has undertaken the ambitious task 
of interpreting the factors that produce bull and 
bear markets. In his emphasis on psychological 
considerations he is undoubtedly correct, and it is 
because of the incalculable character of the psycho- 
logical element that investment values determine 
stock prices in only a general way. The key sen- 
tence of the book appears to be the following (p. 
11): “More conservatively stated, it may be said 
that the motives impelling to action in the market, 
may, for practical purposes be reduced to two, the 
hope of financial increment and the fear of finan- 
cial loss.” Nevertheless, the author recognizes fac- 
tors of a strictly material nature to be considered, 
e.g., the rate of interest on call money. 

A noteworthy feature of the book is the care 
taken to elucidate the relationship existing between 
the stock market and the banking fraternity. Fol- 
lowing are two sentences selected from the chap- 
ter on “The Banks and the Stock Market”: 

“The relation of the banks to the stock mar- 
ket lies at the very basis of stock market activi- 
ties and the understanding of this relation is 
essential to any thorough understanding of move- 
ments in prices in that market.” (p. 48.) 

“But we must notice that, although the banks 
cannot rediscount stock collateral with the Fed- 
eral reserve banks, yet when they wish to extend 
their loans in the stock market, they can increase 
their resources by rediscounting with the reserve 
bank of their district, most any other sort of 
collateral.” (p. 62.) 

This power of extending credit, the author says, 
might render wild speculation possible, but for 
the tempering influence of those in charge of the 
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Federal Reserve System as well as of the power- 
ful New York banks. What would be the possi- 
bilities in speculation were banks enabled to re- 
discount hypothecated securities? 

Only first hand observation enabled Mr. Bond 
to tell so adequately the story of pool operation. 
However, he tells us that analysis should not be 
carried too far, because of the incalculable ele- 
ment before which both public and professionals 
stand perplexed and awed. It is this indetermin- 
able factor that renders speculation at best a 
nerve-racking business, and which frequently com- 
pels otherwise astute men to become publicly gar- 
rulous concerning their personal affairs. 

The contents of the book are, briefly, as fol- 
lows. Chapter I deals in an introductory way 
with stock and stock prices. Chapter II explains 
why the market moves. Chapter III covers the 
relationship between market trend and the mar- 
ket’s power to discount business. In Chapter IV 


the swings of the market are analyzed, while the 
relation of banks to the market is minutely ex- 
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amined in Chapter V. Chapter VI takes up cor. 
porate control, with special reference to cumy. 
lative voting. The significance of the floating 
supply receives the attention it deserves in Chap. 
ter VII, while market control through syndicates 
and pools is explained in Chapter VIII. Chapter 
IX presents interesting first hand data on the 
operations of professionals. Here appears a de- 
scription of the personnel of those who make specu- 
lation a vocation. Speculative tactics are ex- 
haustively described in Chapter X, but one is stil] 
left in doubt as to one’s unfailing ability to cut 
losses and let profits run. Chapter XI delves into 
the psychological factor. Then the book closes with 
a chapter comparing the recent market, 1924-1929, 
with those of former years, due recognition being 
given to forces that render such comparisons of 
somewhat questionable value. 

The book is printed in clear type, on good 
paper, and is practically free from typographical 
errors. 

Eart A. 
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UNIVERSITY NOTES 


UNIVERSITY OF ALABAMA 

Mr. T. W. Wood, assistant in the depart- 
ment last year, has gone to Howard College, 
Birmingham, as instructor in accounting. Mr. 
James Gowing, A.B. Furman University, has 
been appointed assistant in accounting. 

The School of Business Administration is 
establishing a Bureau of Business Research 
with Mr. H. H. Chapman as director. Mr. 
C. H. Knight is preparing a paper on tobacco 
tax laws to present before the meeting of 
the Tobacco Tax Law Administrators at their 
meeting in Montgomery, Alabama, on Novem- 
ber 20. 

Enrollment in accounting courses continues 
to increase and there are now 45 juniors and 
seniors majoring in accounting. 

UNIVERSITY OF CHICAGO 

Mr. W. J. Graham has been promoted to 
the rank of assistant professor. Professor 
Chester F. Lay of the University of Texas 
is remaining in this department a second year 
as visiting professor of accounting. 

Mr. H. C. Daines is serving as a member 
of the educational committee of the Illinois 
Society of Certified Public Accountants. Mr. 
Graham is this fall offering a course in ma- 
chine accounting. 


UNIVERSITY OF COLORADO 
Professor E. J. Fjeld is still on leave con- 
tinuing graduate work at Columbia. New 
courses in accounting have been added in the 
schools of Law, Engineering, and Pharmacy. 


UNIVERSITY OF DENVER 

Mr. F. C. Onstott, professor of accounting, 
and university registrar, is visiting the chief 
university departments of business in the 
country to make an intimate study of the ac- 
counting curricula of these schools with a view 
to revising the curriculum at Denver. 

Mr. E. A. Zelliott has been added to the 
teaching staff in elementary accounting. Mr. 
E. G. Plowman has been appointed head of 
the work in marketing and director of the 
bureau of business research. 


LOUISIANA STATE UNIVERSITY 
Mr. W. Watts is a new assistant in account- 
ing. Professor Earl A. Saliers spoke on 


business ethics before the Business and Pro- 
fessional Women’s Club of Baton Rouge on 
November 30. 

The Louisiana Society of Certified Public 
Accountants offers two prizes at each of the 
following schools, Tulane, Loyola, and Louisi- 
ana State. These prizes go to the two stu- 
dents having the highest scholarship records 
in accounting and business law. First prize 
is $50 and second $25. Mr. J. O. Webb re- 
ceived the first prize this year at Louisiana. 

Courses are now being offered in Cost Ac- 
counting, Auditing, Income Tax, and C.P.A. 
Review. 


UNIVERSITY OF MINNESOTA 


Mr. J. O. Burnett, formerly of the Uni- 
versity of Iowa, has been added to the staff 
as instructor in accounting. 

A conference on Budgetary Control was 
held at the University on October 24 and 
was attended by some 150 business executives 
and accountants. The conference was spon- 
sored by the School of Business Administra- 
tion and the Minnesota Association of Public 
Accountants, the Minnesota Society of Certi- 
fied Public Accountants, and Twin Cities 
chapter of the N.A.C.A. Speakers on the 
program were G. R. Lohnes, controller of 
the National Cash Register Co.,. W. H. Don- 
ner of the General Motors Corporation, G. 
M. Vaught, statistician of Montgomery Ward 
and Co., C. L. Rotzell of the University Ex- 
tension Divisions, C. R. Rivers of Wyman 
Partridge and Co., C. M. Peisch, president of 
the American Society of Certified Public Ac- 
countants. 

Juniors and seniors majoring in account- 
ing are now the largest group of majors in 
the school, having passed the general business 
group which has always been the most popu- 
lar. Accounting majors number 101 out of a 
total enrollment in the two upper classes of 
400. Registration in the school is now the 
largest in its history and an effort is being 
made to secure a new building within the 


next two years. 


UNIVERSITY OF PITTSBURGH 
Mr. D. D. Kennedy, instructor in account- 
ing last year, has gone to Clarkson College, 
Potsdam, N.Y., as professor of accounting. 
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Mr. Frank W. Marshall, instructor, has taken 
a position at Erie Junior College. 

Mr. Carl Distelhorst, formerly of the Uni- 
versity of Tennessee, and Mr. Dale P. 
Schroedel, formerly with Main and Co., pub- 
lic accountants, have been added to the staff 
as instructors. Mr. W. W. Colledge has also 
been made a part time assistant in accounting 
to teach auditing and advanced accounting. 

Cost Finding for Engineers by Reitell and 
Van Sickle of this department has recently 
appeared from the press of McGraw-Hill and 
Co. 

Mr. W. W. Colledge and Mr. F. W. Mar- 
shall, C.P.A.’s, have recently opened public 
accounting offices under the firm name of Col- 
ledge and Marshall. 


UNIVERSITY OF SOUTH DAKOTA 

Mr. H. Olson, M.B.A. Northwestern, has 
taken charge of all the work in accounting 
and Mr. B. E. Tiffany will conduct the 
courses in business law and operate the Uni- 
versity Co-operative Store. 

Dean Sparks is publishing a book concern- 
ing rural credit with particular reference to 
the Northwest. 


UNIVERSITY OF SOUTHERN CALIFORNIA 

Mr. T. H. Anglea has gone to Nagasaki 
Commercial College to assume charge of work 
in accounting. Mr. J. K. Gregory, resident 
manager of Haskins and Sells, is to give a 
course in Advanced Auditing Practice. 

The elementary course in accounting has 
been shifted to the sophomore year from the 
freshman. The courses in Systems and 
C.P.A. Problems have been made graduate 
courses and are open only to a limited number 
of specially selected seniors and to graduates. 


UNIVERSITY OF TENNESSEE 

Mr. C. F. Distelhorst has left the depart- 
ment to become instructor in accounting at 
the University of Pittsburgh. 

Mr. Harold Reed, B.A. Tennessee 1930, 
has been appointed instructor in accounting. 


UNIVERSITY OF TEXAS 
Professor Chester F. Lay has been granted 
a second year’s leave of absence to continue 
his work at the University of Chicago. Mr. 


B. F. Harrison, adjunct professor, is also 
on leave pursuing studies at Columbia Univer- 
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sity. Mr. Wilford L. White, professor of 
marketing, is on leave directing a study of 
chain-stores for the Federal Trade Commis- 
sion. 

Mr. H. A. Hendrick, formerly with E. B. 
Smith & Co., cotton brokers of Quanah, 
Texas, has been appointed instructor in ac- 
counting. Mr. H. J. Rehn and Mr. Aubrey 
C. Smith, associate professors of accounting, 
have returned from doing graduate work at 
Chicago and at Columbia. 

The graduate faculty of the University has 
granted permission to the School of Business 
Administration to offer a Ph.D. in the school 
with both major and minors in business and 
economics. 


UNIVERSITY OF OKLAHOMA 
Professor W. K. Newton has been assist- 
ing the Oklahoma Tax Commission in obtain- 
ing facts needed for a tax program. Mr, 
Newton also assisted in conducting a short 
course for city officials in co-operation with 
the Oklahoma State Municipal League, and 
has published several articles in the Munici- 
pal Review on phases of municipal account- 
ing. 
» OEE E. Berrigan is preparing a high 
school text in bookkeeping and accounting. 


TULANE UNIVERSITY 

Mr. Leslie J. Buchan, C.P.A., has been 

added to the staff as professor of accounting. 

Mr. Buchan was formerly on the staff of 

the University of Illinois and comes to Tulane 

from Miami, Florida, where he has been prac 
ticing public accounting. 


UNIVERSITY OF UTAH 

Assistant Professor Cecil Okey will be on 
leave for the fall quarter to do work on his 
Ph.D. thesis. 

Mr. J. A. Johnston, formerly with the Uni- 
versity of Oregon, has been appointed pro- 
fessor of business at Utah. 

Mr. S. D. Rasmussen recently passed the 
American Institute examination and was 
awarded his Utah C.P.A. 


UNIVERSITY OF PENNSYLVANIA 
Edward N. Wright, assistant professor of 
accounting in the Wharton School of Finance 
and Commerce, University of Pennsylvania, 
received the degree of Ph.D. in History from 
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the University of Pennsylvania in June, 1930. 
“Conscientious Objectors in the Civil War” 
was the subject of Dr. Wright’s thesis. 
Oscar S. Nelson, instructor in accounting, 
Wharton School of Finance and Commerce, 
University of Pennsylvania, received the de- 
gree of Ph.D. in Economics from the Uni- 
yersity of Pennsylvania in June, 1930. “Fire 
Loss Adjustment Problems in the United 
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States” was the subject of Dr. Nelson’s doc- 
toral thesis. 

Professor William D. Gordon and Assistant 
Professor Jeremiah Lockwood, Wharton 
School of Finance and Commerce, University 
of Pennsylvania, are now engaged in revising 
and enlarging their text, “Modern Account- 
ing Systems,” published by John Wiley and 
Sons, Inc. 


THE AMERICAN ASSOCIATION OF UNIVERSITY INSTRUCTORS 
IN ACCOUNTING 


PROGRAM OF FIFTEENTH ANNUAL CONVENTION 
To Be Held at 


CLEVELAND HOTEL, 
CLEVELAND, OHIO 


DECEMBER 29-30, 1930 


Training Problems: 


Distribution Costs: 


Accounting Theory: 


“Earned Surplus,” E. L. Kohler. 


“Unity in Accounting Theory,” DR Scott. 
“Economic Theory and Problems of Valuation,” W. A. Paton. 
“Cost of Production and Selling Price,” J. B. Canning. 


“The Teaching of Cost Accounting,” G. H. Newlove. 

“A Cost Approach to Elementary Accounting,” A. C. Littleton. 
“Mathematics in Schools of Business,” W. S. Schlauch. 
“Accounting Courses for Law Schools,” H. W. Kendrick. 

“Effect of ‘Classification of Accounting Services,” D. Himmelblau. 
“A Study of Accounting Personnel,” C. F. Lay. 

“The Teaching of Ethics,” H. J. Peisch and J. C. Myer. 

“Accounting in France During the Period of Inflation,” M. J. Wasserman. 
“A Budget for Machinery,” A. P. R. Drucker. 

“Depreciation and Appreciation,” H. W. Sweeney. 

“Contributions as Expenses,” E. J. Filbey. 


“Technique of Distribution Cost Accounting,” H. C. Greer. 
“A Basis for Sales Control and Cost Reduction,” W. B. Castenholz. 
“Practical Results from Distribution Costs Studies,” D. C. Lowles and G. L. Harris. 
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FRAUD 


Its Control Through Accounts 


By GeorceE E. BENNETT, Ph.D., C.P.A. 


Professor of Souneting and Head of the pee Depart- 

ment of the College of Business Administration at Syracuse 

University ; Author of ‘Accounting Principles and Practice,” 
“Basic Accounting,” “Auditing,” etc. 


This book explains the legal aspects of fraud as it affects accounting; shows 
how to detect fraud through accounts ; and suggests general remedies to prevent 
fraud through the utilization of the principles of “internal check.” It tells what 
methods should be used in an audit, what details are important when an ac- 
counting system is installed, and what apparently is the quickest way to un- 
cover a suspected fraud. Fraup: Its ControL THROUGH ACCOUNTS is a 
working guide designed to give the reader useful information briefly and 
clearly. Royal octavo, 132 pages. Price, $1.50. 


C. P. A. LAWS OF THE UNITED STATES 


COMPILED AND EDITED BY 
THE AMERICAN INSTITUTE OF ACCOUNTANTS 


This is the only available collection of the full text of all of the laws governing 
the certification of public accountants in all of the states and territories of the 
United States. The text of each law included in the volume has been verified by 
competent authority in the state of origin, and amendments to the laws up to 
October, 1930, are included. This book should prove of great value to all 
students of accounting who intend to apply for C.P.A. certificates, and to 
accounting firms which have offices, or intend to open offices, in more than one 
state. Limited edition. Royal octavo, 250 pages. Price, $3.00. 


Published under the auspices of The American Institute of Accountants 


THE CENTURY CO. 


353 Fourth Avenue PUBLISHERS OF THE NEW 2126 Prairie A: 
NEW YORK CENTURY DICTIONARY CHICA -— 
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McGRAW-HILL 
New Books in the field of Accounting 


PROBLEMS IN AUDITING 

By ArtHuR W. HANson, Assistant Professor of Accounting, Harvard Graduate School of 

C.P.A. PROBLEMS AND QUESTIONS IN THEORY AND AUDITING 

By Jacos B. Taytor, C.P.A., Associate Professor of Accounting, Ohio State University, and 

HERMANN C. MiLter, C.P.A., Assistant Professor of Accounting, Ohio State University. Me- 

OVERHEAD EXPENSE 

By A. HAMILTON CHuRCH, Consulting Industrial Engineer. 418 pages, 6 x 9, 107 illustra- 

COST FINDING FOR ENGINEERS 

By CHARLES REITELL, Professor of Accounting, University of Pittsburgh, and CLARENCE VAN 

SICKLE, Assistant Professor of Accounting, University of Pittsburgh. 518 pages, 6 x 9, 97 charts 

4 INDUSTRIAL ACCOUNTING FOR EXECUTIVES 

By JoHN R. BANGs, Jr., Assistant Professor of Industrial Engineering, Director of Engineering 
Personnel and Placement, Sibley School of Mechanical Engineering, Cornell University. Me- 
Graw-Hill Industrial Management Series. 450 pages, 6 x 9, 103 illustrations ........... $5.00 


Send for copies on approval 


McGraw-Hill Book Company, Inc. 


370 Seventh Avenue New York 


Complete Your File of Publications 


of The American Association of 
University Instructors in Accounting 


The following back numbers are available: 


PAPERS AND PROCEEDINGS OF ANNUAL MEETINGS 
Volumes: I (41 pp.) ; III (48 pp.); V (82 pp.) ; VII (219 pp.) ; VIII (116 
pp.) ; IX, No. 1 (175 pp.) ; IX, No. 2 (178 pp.) 
Price $1.00 Each 


THE ACCOUNTING REVIEW 


Volumes I, II, IV and V (four numbers each) can be supplied at $4.00 per 
volume. 


CHARLES F. SCHLATTER, Secretary-Treasurer 
Commerce Building, University of Illinois 
URBANA, ILLINOIS 


RECENT WILEY BOOKS IN ACCOUNTING 


Modern 
Accounting 
Theory and Practice 


By DeW. C. EGGLESTON, C.P.A. . 
Member of the Firm of Klein, Hinds and Finke 


WILEY ACCOUNTING 
Edited by H. T. SCOVILL 
HIS book is unique in the field of accountancy. 
It is a practical, complete and authoritative 
formulation of the principles of accounting 
and their application. It differs from the usual book 
on accounting which offers theory only, with little 


emphasis on the practical. The author has employed 


book. Variety of 


the case system of explanation, presenting first the 
theory followed by examples obtained from practical 

work in the field. A liberal use of problems requiring the 
application of important principles is a special feature of the 


application of accounting theory is explained 


by several references to specialized lines of business. The 

practice problems, many of which were taken from Certified 
Public Accountant and American Institute examinations, 
cover all the important principles found in accountancy 


examinations. In the second volume 
certain phases of law which concern the 
accountant are discussed. Corporation 
accounts and the procedure followed in 


University and 
College Accounting 


LLOYD MOREY, C.P.A. 
‘limos 


Comptroller, University of I 


_ WILEY ACCOUNTING SERIES 
Edited by H. T. SCOVILL 


MEET the need for a book on accounting 

as applied strictly to the administration of 

colleges and universities, Lloyd Morey, Comptrol- 

ler and Professor of Accounting at the University 

of Illinois, has written a book that will be in- 

valuable to every college and university business 
officer. 

The scope of the book is limited to business 
and accounting problems and procedure. It dis- 
cusses in detail the essentials of the budget, the 
accompanying accounts and records together with 
other necessary accounts such as those of trust 
funds, property and supplementary operations. 
Instructional costs and financial reports are also 
fully treated. A short discussion of university 
business organization is included. 
$6.00 


preparing corporation federal income 
tax returns are fully explained. Nominal 
accounts that explain how important 
changes in the net worth of a business 
enterprise have come about and the 
proper methods of recording various 
classes of revenues and expenses under a 
variety of conditions are set forth. Both 
volumes contain numerous review ques- 


tions. 
VOL. I $4.50 
VOL. II $5.00 


JOHN WILEY & SONS, INC. 
440 Fourth Avenue, New York City 


Gentlemen: ge | send me the following books for 
ree examination. agree to remit the within 
ten days after — or return the 
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BUILD FOR SUPREMACY ON THESE ... 


ACCOUNTING PRINCIPLES AND PROCEDURE 


By Cartes H. LANGER 


This text consists of thirty-two Lectures with supporting problems, theory questions, and Practice Set work. The 
principles of accounting for single proprietorship, partnership and cegeenten are thoroughly covered. By virme of 
the Walton unit plan of instruction the student is taught the principles first through analysis and then application 
through practice sets, _— and theory work. Nothing is left to theory alone. There is a practical application 
for every principle and actual work in which to demonstrate his knowledge of the principles taught. This gives 
student a more comprehensive viewpoint, a better technique, and a broader knowl , but most of all, a high 
of interest and spirit in the work. 


OFFICE PROCEDURE AND PRACTICE 
By CHarLes H. LANGER 


This is a new text dstigned to train students in the methods of the modern business office. In the opening 
chapter the author surveys the business field in its broadest aspect and explains the form and functioning of our 
economic organizations. Then follow successive treatments of the activities of the various departments of a business, 
In addition to a comprehensive treatment of the functions, procedure and practices of the financial, purchasing, selling 
and general administrative departments of a business, the interdependence and interrelations of various departments 
are pointed out and discussed as well. — : 

The forms and functions of the various business papers and other records are fully treated. Profuse illustrations 
had business, papers and office devices make clear to the student the purposes of such instruments in the modern 
usiness Office. 

Each chapter is followed with ample laboratory work to assure a thoro workable knowledge of their content 
and use. This laboratory work is done on full-sized forms . . . . exact replicas of those used in large commercial 
houses and banks. The value and importance of such drill is obvious. 


ELEMENTS OF BUSINESS LAW 


By Frank CHILDs 


A one volume course . . . . exceptional in its concise form and clear presentation. Students as well as instructors 
are expressing their sgunnciesion of this text in which there are no complex legal terms . . . . no long, confusing 
arguments . . . . no break in reader attention. Instructors realize that learning is made easier and impressions are 
made deeper if the effort involved is enlivened by interest, and here is a new text in which even the type invites 
attention. This contrasting typography allows assignments to cover such parts as can be studied in the time allotted. 


MATHEMATICS OF ACCOUNTING AND FINANCE (In two parts) 
By LANGER-GILL 


Part I of this text, which has just been released, is meeting with instant success in institutions offering 
instruction in business mathematics beyond the scope of the ordinary business arithmetic. You will wish to examine 
it for its abundance of illustrative material and its thoroughness in applying essential principles to practical problems. 

This text is the outgrowth of many years of practical experience in teaching and in the field of business 
mathematics. This experience has been of value in the gradual molding of the material through the sifting process 
of elimination, coordination, and adaptation. It is believed that the work is, in a very large measure, meeting the 
increasing requirements for a more thorough training in the mathematics of accounting and finance. 

OTHER WALTON PUBLICATIONS 
ADVANCED ACCOUNTING I COST ACCOUNTING 


ADVANCED ACCOUNTING II INCOME TAX ACCOUNTING 
WALTON BUSINESS LAW SERIES 


We Shall be Glad to Send the Above Texts for Examination Purposes on Request 


WALTON PUBLISHING COMPANY 


332 South Michigan Avenue, Chicago, Iil. 
EXAMINATION COUPON 


WALTON PUBLISHING COMPANY, 
336 South Michigan Avenue, Chicago, Ill. 


Send me for ninety days’ free examination the texts checked: 


( ) Accounting Principles and Procedure ( ) Mathematics of Accounting and Finance 
( ) Office Procedure and Practice () El s of B Law 
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THE AMERICAN ASSOCIATION OF 
UNIVERSITY INSTRUCTORS IN ACCOUNTING 


Committees—1980 
Executive Committee— 
A. H. Rosznwxamrrr, President 
A. Srzvenson, Vice-President 
Jamzs P. Apvaus, Vice-President 
Howarp C. Gaezr, Vice-President 
Cuas. F. Secretary-Treasurer 
Exic L. Editor 
S. Keens, Past President 
J. Hues Jacxson, Past Presndent 
Davi Past President 


Constitution and By-Laws—Cuzstzr F. Lay, Chairman 
G. Chairman 

Publications—Exic L. Kouuzr, Chairman 

Research—Joun R. Wizpman, Chairman 

Exchange of Teaching Material—Russext A. Stevenson, Chairman 
Committees on Cooperation with— 


American Institute of Accountants—J. B. Hecxzrt, Chairman 

American Society of Certified Public Accountants—F. H. Exwxt, 
Chasrman 

National Association of Cost Accountants—T. H. Sanpzzs, Chairman 


American Association of Collegiate Schools of Business—Joun T. 
Manpen, Chairman 
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